ALASKA ADJUSTERS
EXAMINATION

THE FOLLOWING NOTEBOOK IS NOT MEANT TO BE ALL
INCLUSIVE; BUT IS PROVIDED AS AN OVERVIEW OF
MATERIALS COVERED ON LIMITED LINES ADJUSTERS
EXAMINATION (AS OF MAY 1, 1993).

Additional references are available in Northern Adjusters, Inc. library, would recommend
a review of Property & Casualty manuals, Alaska Workers' Compensation Act, Liability
Basics, and other basic insurance texts.

For the May 1, 1993 examination, the content outline provided was a reliable
representation of questions presented.
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Alaska Reinsurance Intermediary Broker Test Content Outline

Alaska laws, rules, and regulations pertéinfng to Reinsﬁmﬁoe
Intermediary Brokers

21.27.010-.900

1. RIB qualifications 21.27.020, 21.27.670
2. Trainee RIB 21.27.680
3. Operating requirements for RIB 21.27.690
4. RIB records 21.27.700

Alaska Reinsurance Intermediary Manager Test Content Outline

Alaska laws, rules, and regulations pertaining to Reinsurance
Intermediary Managers

21.27.010-.900

1. RIM qualifications 21.27.020; 21.27.730

2, Appointment of an RIM 21.27.100

3. Trainee RIM 21.27.740 p
4, Operating requirements for RIM 21.27.750
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Ay EF M Alaska Adjuster Test Content Outline 9 T
Alaska Unfair Claims Settlement Acts or Practices | Order 89-1 & 3 AAC-26.010 3
| Regulations - Purpose, Scope & Standards
Alaska Unfair Claims Settlement Acts or Practices!| 3 AAC-26.010 through 300 - 33
Regulations ~ Application to Claims Handling
and Definition of Terms.

'| Statutory Retention of Claim Records AS 21.27.350(c) 1
Required Statutory and Regulatory Method of 3 AAC 26.07(d) & AS 21.89.030. 1
Payment of Claims
Statutorily required minimum liability limits for | AS 21.89.020 & AS 28.22.11H1(d) — Fig'r 2
automobile insurance B
Valuation of setdements: Property and Liability Insurance Principals (INS) 3
Definition and application of terms such as: 21 & 22), 1st & 2nd Ed., by The Insurance
“Indemnification,” subrogation,” “Actual Cash Institute of America, & also commonly found in
Value” "Replacemen( Cost Value,” & the funcuon most insurance claims references and texts.
of “loss reserves”.

Application of “comparative negligence” in Property and Liability Insurance Principals (INS 3
liability claims; 21 & 22), 1st & 2nd Ed., by The Insurance
Definition of insurance terms, “special, general | Institute of America, & commonly found in most
and punitive damages” insurance claims references and texts.
Definition and application of common insurance | A.LC. text 34, & 36 1990; Merritts Glossary of n
terms, such as; “loss payee, named insured, Insurance Terms, 4th Ed., Black’s Law
claim, warranty, claimant, tortfeasor, torr, Dictionary, Sth Edition;
estoppel, waiver, reservation of rights” and Also, commonly found in most insurance claims
others. references and texts.
| Fidicuary relationship between the insured, the Adjustment of Property Loss 4th Ed., Thomas & 1
| ' adjuster and the insurer. Reed
' Duty to defend in the petsonal or family auto Liability Claim and Concepts Practices, Prahl and 5
pohcy' Utrata, & the Family Auto Policy form
Elements of the pexsonal or family auto policy; :
Coverage applications of the family auto policy
The necessary elements of a properly executed | Liability Claim and Concepts Practices, Prahl and 1
reservation of rights or non-waiver agreement. | Utrata, Also, commonly found in most insurance
claims references and texts. )
Coverages of the Homeowner’s Policy. Property and Liability Insurance Principals (INS 2
22), 2nd Ed., Insurance Institute of America, &
commonly found in most insurance claims
references and texts.
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compensation claims, including specific terms
and procedures contained in the Alaska Workers’
Compensat.ion AcL

éummry muimu of .h.mlwdhng workers | The Alaska Workers Compensation Act, AS 23.30

#4. No. of Possible
‘Questions on Test

™

standard Exclusions of the Commercial Auto , 1SO Commercial Auto Policy, or; Bull 1
Liabiliy Policy  COEPLMO TS | Casualty & Surery, Auto, January, 1991,
published by National Underwriter Co. \
mmmmsdudﬁaﬁjmﬂ(gb 1990 Insurance Services Offices CGL coverage 6 !
concepts contained in the Commiercial General ~ | form; or, FCAS Bulletin Casualty & Surety,
Liability Policy (CGL) form wo£ 71 :. 00 | Public Liability, March, 1990, published by
National Underwriter Co. o
Examples of a professional liability risk; Common | Pictorial/V-Marc, “General Liability Coverages” & 4
reasons for policy recision; Legal term describing | “Legal Concepts & Doctrines™; Black’s Law
the role of geographical location in determining | Dictionary, Fifth Edition;
’| applicable jurisdiction of tort law; The elements | Also commonly found in most insurance claims
of “negligence”. references and texts.
Common exclusions of an Inland Marine Policy | Boiler & Machinery policy; Inland Marine policy, 2 "
and a Boiler and Machinery Policy. ISO. J
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SUMMARY




o

o0 relationship of trust

o fiduciary agent cannot commingle acct money except under
certain conditions

D ON. LIC
© elements of personal or family auto policy

© coverage applications of family auto policy

Basic Coverages: 1. Liability
2. Medical payments
3. Uninsured motorist coverage

4. Coverage for damage to your auto

Obligation to: Defend any suit alleging such bodily
injury or property damage and seeking
damages payable under terms of the policy
- if controversy w/in scope of policy-
duty to defend ‘ '

4 Elements of Policy = D.I.C.E.
Declarations
Insuring agreement
“Conditions
. Exclusions

s EM PRO Y EX ) RESERVATION O S
NON-WAIVE EEMEN .

Notice of other party position
2. Timely notice

3. Must adequately and fairly inform insured of insurer’s
position and right to retain counsel-clearly define coverage
question. RS : ' ' g

co G HOMEOWNER'’S POLIC
(d.a.p.a.p.o.) PN

Coverage: A. Dwelling
B. Appurtenant structures
c. Personal property
D. Additional expenses/loss of use
E. Personal liability :
F. Others med pay

S : U S OF WO C MS
Refer to AWCB Act g :
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Summary

1. Disability benefits

2. Medical benefits

3. Survivor benefits

4. Rehabilitation benefits

(C.0.E.P. IHo o)

1. Contracts - liability assumed under contract or agreement
except - insured’s contracts.

2. Owned Property - Damage to property owned by, transported by,
or in care, custody, or control of insured.

> I Employee’s injuries.

4. Pollution. liability

5. Intended injuries or expected.

6. Mobile equipment operation liability.

7. "Operations completed" liability

CoO L GEN BILITY - COVERAGES ST,

EXCLUSIONS, CONCEPTS o '

Coverage A Bodily injury and property damage

Coverage B Personal and advertlsing 1njury llablllty

Coverage C Hedlcal payments

Occurrence: An accident including repeated exposure to

conditions; occurrence during policy period.

"Claims Made": Coverage for claims made during policy period.

Exclusions (w.o.e.p.i.l.o.o. )

War

Owned property—auto,'alrcraft or watercraft acc1dents
Employees/work related activities

Pollution liability -

Intentional acts

Liquor shop liability

Operations completed-cost to recall defectlve parts
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Summary

Others property in insured’s care
0 SSIO TY : Common reasons for

policy recision; legal term of geographical location in determining
applicable jurisdiction of Tort Law; elements of negligence.
Professional Liability: Liability arising out of rendering or
failure to render services of a professional nature, i.e.,
physicians, surgeons, dentists, and lawyers.

0 Malpractice insurance

o0 Errors & Omissions
2 kinds of legal duty to clients:
3. Perform services hired for,

2. Perform services w/appropriate standard of conduct

lex loci: law of the place :
lex loci delecti: law of place where wrong took place
lex fori: law of the forum; procedural law of court

where action is brought. -

Negligence: Failure to use care required to protect others from
unreasonable chance of harm.

1. Must be a duty owed
2. duty must have been violated
3. actual damages must have been sustained

4. must have been a direct causal relationship between breach of
duty and damage. : : :

Comparative
Contributory

Cancellation of policies :
- only if in effect less than 60 days; except for:

*non-payment of premium - 20 days notice required

*suspension or revocation of insured’s drive’s license or
registration - 10 day notice required



ALASKA ADJUSTERS EXAMINATION Page 4
Summary

*Non-renewal after policy in effect 1 yr - 30 day notice
required

*hazardous action - 10 day notice

Boiler and Machinery Exclusions:
0 war
© ordinance or law which increases loss
© nuclear hazard
o others: flre, explosion, accident while testlng, accident
from earth moving, lack of power, loss of use, indirect result
of accident.
Inland Marine insurance covers:  imports, -exports, domestic
shipments, bridges, tunnels, and other transport and communication
modes.

Covers transported items with direct connection w/transport.

Also know -- ocean marine coverage - 1 question on test about it.

(Purpose, Scope and Standards)"

Purpose: To determine minimum standards for claim settlements and
practices. S

Scope: Apply to all persons transacting business of insurance
who participate in investigation, adjusting, negotiation,
or settlement of a claim under all types of insurance.

LICATION TO C MS HANDLIN D_DEFIN ON OF S
I. Handing first party‘élaims
o Within ten days after receipt of notification of claim -
give written acknowledgement to first party claimant of
adjuster, pone number, firm and file number.

o Within 15 days - reply to all other communications from
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Summary

first party claimant.

o Upon receipt of claim - provide forms, instructions, and
assistance.

II. Handling Third Party Claims
o Within ten days - acknowledge
o Within 15 days - reply
o Provide necessary info,
o Within ten days - acknowledge to insured of adjuster

III. Standards for Prompt Investigation of Claims

o Within 30 days - undertake and complete investigation
& *specify in writing any need for additional time
:} IV. Disclosure and Representation of Coverage Provisions

A. Disclosure information on benefits

o Cannot deny claim on grounds of not providing
information without written proof of demand.

o May not require information from claimant in
writing within time limit. -

o Cannot request First Party Claimant to C&R beyond
subject matter.

o Cannot issue check/payment in partial settlement of
loss which releases insured from other liability.

v. Standards for Prompt, Fair, and Equitable Settlements
A. First Party Claims

1. Advise claimant of acceptance/denial within 15 days.
2. Within 30 days - pay all portions not in dispute
3. Not fail to settle on basis of respons;blllty for
payment must be assumed by others.
‘0 No time limit to settle
o Shall pay judgement or settlement on claim
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Summary

Additional sStandards for Prompt, Fair, and Equitable
Bettlements of Motor Vehicle Claims

A. Apply one of the following methods:

1. Offer comparable and available replacement motor
vehicle

2. Cash settlement - actual cash for comparable motor
vehicle

B. Provide reasonable written explanation of valuation of
damages.

C. Include First Party Claimant deductible.

Additional Standards for Prompt, Fair and Equitable
Settlements of Third Party MV claims

A. Provide written explanation of value of damages - may not
recommend claimant claim under own coverage to delay or
avoid paying claim.

1. Claimant may not be required to travel unreasonably
2. Any estimate must be fair and appropriate
3. Itemize each deduction and explain

4. Guarantee repairs if choosing a specific facility

5. For totalled care-can’t reduce salvage by cleaning
amount... _ : L

VIII. Additional standards for Prompt, Fair and Equitable
Settlements of Property Claims

A. Apply one of the following methods:

1. Offer specific comparable and avail replacement
property '

2. Cash settlement based on actual cash of comparable
property - = :

a. Provide written explanation of valuation
b. Include First Party deductible
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Summary

B. Third Party Claims (Refer to auto 3rd party)

IX. Additional Standards for Prompt, Fair and Equitable
Bettlements of workers’ compensation claims

A, May not require claimant to travel unreasonably for
medical care

B. Provide information
c. Promptly make payment/issue denials
X. Standards for Disability Claims

A. Maintain or use statistically credible profile of medical
care updated at least every six months

B. Provide complete explanation of payments - document in
claim

STATUTORY RETENTION OF CLAIM RECORDS
Five years from date of closure.

ED S RY AND TORY OD OF PAYMENT OF C
(As per Unfair Claims Settlement Act)

With negotiable check payable in cash to payee upon presentatlon'to
a bank located in Alaska.

ATUTO EQUIRED MINIMUM LI IMITS FOR INSURAN
Mandatory minimum: BI/person $ 50,000
BI/accident $100,000
Prop Damage $ 25,000
VALUA! OF L

Indemnification: The insured is restored to. approxlmate financ1a1
condition occupied before loss. _

Subrogation: Right to take 1legal action against 3rd party
responsible for a loss for a claim which has been paid.

Actual Cash Value: Cost of replac1ng damaged or destroyed.property
with comparable new property, minus depreciation and obsolescence.
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 Summary

Replace Cost Value: Cost to replace damaged or destroyed property
with one of like kind and quality.

Loss Reserves: Provision for known claims due but not paid, not
yet due and incurred but not reported.

AP TIO COMP IVE GENC

Comparative Negligence: Each party’s negligence is based on
party’s contribution to accident.

Liability, civil damages warded

1. Special damages: reimburse out of pocket expenses (medicals
time, loss, and property damage) .

2. General damages: "Pain and Suffering"

3. Punitive damages: Damages reimbursed due to gross negligence
by defendant.

COMMON INSURANCE TERMS
Loss Payee: Payable to for losses.

Named insured: Person, business, or organization specified as
insured in property or liability policy.

Claim: The right, real, or alleged, to recover for a loss
which may come within an insured’s policy contract.

Warranty: Pledge by an insured that a particular condition
exists or not. '

Claimant: One who submits a claim.

Tortfeasor: Person who commits a tort, wrongful act causing
injury or damage.

Tort: A civil wrong which a court provide a remedy in
form of suit .for damage; negligent acts or
omissions.

Estoppel: Stop or bar, one party makes a statement which

another relies upon, thereby preventing first party
from denying validity of statement.
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) Sumnmary

Waiver: Relinquishment of a legal right to act.

Reservation of rights: Accepting a claim with qualifications.

—
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3 AAC 25.900 COMMERCE AND EcCoN. DEv. 3 AAC 26.010

3 AAC 25.900. DEFINITIONS. In 3 AAC 25.010 — 3 AAC 25.900
(1) “director” means the director of the division of insurance;
(2) “division” means the division of insurance in the Department

of Commerce and Economie Development;

(3) “excess workers’ compensation” means that coverage insur-
ing a qualified self-insured employer’s obligations to provide
workers’ compensation benefits to its employees in excess of a pri-
mary self-insured amount. (Eff. 8/28/91, Register 119)

Authority: AS 21.06.090 AS 21.34.250

CHAPTER 26. TRADE PRACTICES

Article

1. Unfair Claims Settlement Acts or Practices (3 AAC 26.010 3 AAC 26.300)
2. Unfair Discrimination (3 AAC 26.410)

Article 1. Unfair Claims Settlement Acts or Practices

Section Section
10. Purpose ~90. Additional standards for prompt,
20. Scope - fair, and equitable settlements of
30. File and record documentation property claims
40. Required claim communication - 100, Additional standards for prompt,
50. Standards for prompt investigation fair, and equitable settlements of
of claims . workers’ compensation claims
60. Disclosure and representation of 110, Additional standards for prompt,
- coverage provisions fair, and equitable settlements of
70. Standards for prompt, fair, and eq-  disability claims
uitable settlements 800. Definitions

80. Additional standards for prompt,
fair, and equitable settlements of
motor vehicle claims

3 AAC 26.010. PURPOSE. (a) The purpose of 3 AAC 26.010 — 3
AAC 26.300 is to define minimum standards for claim settlement acts
and practices. o : o S
_ (b) Violation of a standard is an unfair or deceptive act and is pro-
hibited. - fe ' ' :

* (¢) Violation of a standard with such frequency as to indicate a

general business practice is an unfair or deceptive practice and is
prohibited. - = = AR . S

(d) Violation of a standard by a person who knew or should have
known an act or practice violated the standard is subject to an addi-
tional penalty under AS 21.36.320(e). (Eff, 5/6/89, Register 110)

Authority: AS2106090 . AS2136125  AS2136320
o ASZ2I36010  AS2036150 - AS 2136350
63
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3 AAC 26.020  ADMINISTRATIVE CoDE SUPPLEMENT 3 AAC 26.040

3 AAC 26.020. SCOPE. 8 AAC 26.010 — 3 AAC 26.300 apply to all
persons transacting a business of insurance who participate in the
investigation, adjustment, negotiation, or settlement of a claim un-
der all types of insurance. (Eff. 5/6/89, Register 110)

Authority: AS 21.03.010 AS 21.36.125 AS 21.84.050
AS 21.06.090 - AS 21.36.350 AS 21.87.020
AS 21.33.011 AS 21.75.310 AS 21.88.010
AS 21.36.020 AS 21.76.020

3 AAC 26.030. FILE AND RECORD DOCUMENTATION. Any
person transacting a business of insurance who participates in the
investigation, adjustment, negotiation, or settlement of a claim un-
der any type of insurance must document each action taken on a
claim. The documentation must contain all notes, work papers, docu-
ments and similar material. The documentation must be in sufficient
detail that relevant events, the dates of those events, and all persons
participating in those events can be identified. The documentationr
may include legible copies of originals and may be stored in the form

of microfilm or electronic media. The documentation is subject to:

examination and copying by the director or persons acting on the
director’s behalf. (Eff. 5/6/89, Register 110)

Authority: AS 21.06.090 AS 21.36.090 AS 21.36.350
AS 21.06.120 AS 21.36.125 AS 21.36.410
AS 21.06.130

3 AAC 26.040. REQUIRED CLAIM COMMUNICATION. (a)
Any person transacting a business of insurance who participates in
the investigation, adjustment, negotiation, or settlement of a first-
party claim must:

(1) within 10 working days after receipt of notxﬁcanon of a claim,
' gwe written acknowledgement to the first-party claimant 1denhfy-
_ing the person handling the claim, including the person’s name,

- address, telephone number, the firm name, and the file number;

payment of the claim within 10 working days after notification is
satisfactory. acknowledgement; provision of necessary claim
forms, written instructions, and assistance as required in (3) of
“this subsection is satisfactory acknowledgement; notification of a
claim to an agent constitutes notification to the principal;

(2) within 15 working days after receipt, make an appropriate

reply to all other communications from a first-party claimant
- which reasonably indicates that a response is expected; receipt of a
communication by an agent constitutes receipt by the principal;
(3) upon receipt of notification of a claim, promptly provide nec-
“essary claim forms, instructions, and assistance so that the first-

64

v



n

il'“'. ‘.a

3 AAC 26.050 COMMERCE AND ECON. DEV. 3 AAC 26.050

party claimant is able to comply with legal, policy, or contract pro-

visions and other reasonable requirements.

(b) Any person transacting a business of insurance who partici-
pates in the investigations, adjustment, negotiation, or settlement of
a third-party claim must: '

(1) within 10 working days after notification of the claim from a
third-party claimant, give written acknowledgement to the third-
party claimant, identifying the person handling the claim, includ-
ing the person’s name, address, phone number, the firm name, and
the file number; payment of the claim within 10 working days after
notification is satisfactory acknowledgement; provision of neces-
sary claim forms, written instructions, and assistance as required
in (3) of this subsection is satisfactory acknowledgement; notifica-
tion of a claim to an agent constitutes notification to the principal;

(2) within 15 working days after receipt, make an appropriate
reply to all other communications from a third-party claimant
which reasonably indicates that a response is expected; receipt of a
communication by an agent constitutes receipt by the principal;

(3) upon receipt of notification of a claim from a third-party,
promptly provide necessary claim forms, instructions and assist-
ance that is reasonable so that the third-party claimant is able to
comply with any reasonable requirement; :

(4) within 10 working days after notification of a claim received
from or on behalf of an insured, give written acknowledgement to
the insured, identifying the person handling the claim, including
the person’s name, mailing address, telephone number, the firm
name, and the file number; notification of a claim to an agent con-
stitutes notification to the principal. ) \

(¢) If notification of a claim is received in the form of a suit, a
demand for arbitration, application for adjudication, or other plead-
ing, any person transacting a business of insurance who participates
in the investigation, adjustment, negotiation, or settlement of a claim
shall comply with the rules of that particular forum rather than this
section only so long as the claim is pending in that forum. (Eff.
5/6/89, Register 110) :

Authority: AS 21.06.090 AS 21.36.125 -~ AS 21.36.350

3 AAC 26.050. STANDARDS FOR PROMPT INVESTIGATION

OF CLAIMS. (a) Any person transacting a business of insurance
who participates in the investigation, adjustment, negotiation, or
settlement of a claim shall promptly undertake the investigation of a
claim after notification of the claim is received, and shall complete
the investigation within 30 working days, unless the investigation
cannot reasonably be completed using due diligence.
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8 AAC 26.060 ADMINISTRATIVE CODE SUPPLEMENT 3 AAC 26.070

(b) Unless the notification of a claim is in the form of a suit, de-
mand for arbitration, app!icaﬁon for adjudication, or other pleading,
or the claim becomes the subject of such litigation within 30 working
days, the person transacting the business of insurance shall give
written notification to the claimant that specifically states the need
and reasons for additional investigative time and also specifies the
additional time required to complete the investigation. That notifica-
tion shall be given no later than the 30th working day after notifica-
tion of the claim is first received. (Eff. 5/6/89, Register 110)

Authority: AS 21.06.090 AS 21.36.125 AS 21.36.350

3 AAC 26.060. DISCLOSURE AND REPRESENTATION OF
COVERAGE PROVISIONS. Any person transacting a business of
insurance who participates in the investigation, adjustment, negotia-
tion, or settlement of a claim:

(1) shall fully disclose to a first-party claimant all relevant bene-
fits and other provxslons of coverage under which a claim may be
covered;

(2) may not deny a clmm on the ground that the first-party
claimant failed to exhibit the property without written proof of
demand and the unwarranted delay or refusal by the first-party
claimant to do so;

(3) may not, except where there is a time limit specified in the
coverage document, make statements, written or otherwise, re-
quiring a first-party claimant to give written notice of loss, state-
ment of claim, proof of loss, or similar affidavit within a specified
time limit;

(4) may not request a first-party claimant to agree to a compro-
mise or enter into a release that extends beyond the subject mat-
ter that gives rise to the claim payment; and

(5) may not issue a check, draft, warrant or other claun payrnent
in partial settlement of a loss or claim under a specified coverage,
which contains language that releases or compromises the issuer
or its principal from any other liability. (Eff. 5/6/89, Register 110)

Authority: 3821.05;090 - AS21.36.125 . AS 21.36.350

3 AAC 26.070. STANDARDS FOR PROMPT, FAIR, AND EQUI-
TABLE SETTLEMENTS. (a) Any person transacting a business of
insurance who participates in the investigation, athustment., negotm—
tion, or settlement of a first-party claim:

(1) shall advise a first-party claimant in wntmg' of the accept-

ance or denial of the claim within 15 working days after receiptof a

properly executed statement of claim, proof of loss, or other ac
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ceptable evidence of loss unless another time limit is specified in
the insurance policy, insurance contract, or other coverage docu-
ment; payment of the claim within this time limit constitutes writ-
ten acceptance; a written denial of the claim must state the specific
provisions, conditions, exclusions, and facts upon which the denial
is based; if additional time is needed to determine whether the
claim should be accepted or denied, written notification giving the
reasons that more time is needed shall be given to the first-party
claimant within the deadline. While the investigation remains in-
complete, additional written notification shall be provided 45 work-
ing days from the initial notification, and no more than every 45
working days thereafter giving the reasons that additional time is
necessary to complete the investigation; if there is a reasonable
basis supported by specific information for suspecting that a first-
party claimant has fraudulently caused or wrongfully contributed
to the loss, and the basis is documented in the claim file, this rea-
son need not be included in the written request for additional time
to complete the investigation or the written denial; however, within
a reasonable time for completion of the investigation and after re-

ceipt of a properly executed statement of claim, proof of loss, or

7/ w , J(’other acceptable evidence of loss, the first-party claimant shall be
W

[

!

advised in writing of the acceptance or denial of the claim;

é (2) shall, within 30 working days after receipt of a properly exe-
cuted statement of claim, proof of loss, or other acceptable evi-
dence of loss, pay those portions of the claim not in dispute;

(3) may not fail to settle first-party claims on the basis that re-
sponsibility for payment must be assumed by others, except as
may be expressly provided by provisions of the insurance policy,
insurance contract, or other coverage document.

(b) A person transacting a business of insurance who participates
in the investigation, adjustment, negotiation, or settlement of a
third-party claim may not make any statement that indicates that
the rights of a third-party claimant may be impaired if a form, com-
promise, release, or similar document is not completed within a given
‘period of time, unless the statement is given for the purpose of noti-
fying the third-party claimant of an applicable statute of limitation.

(¢) Any person transacting a business of insurance who partici-
pates in the investigation, adjustment, negotiation, or settlement of a
claim may not continue negotiations for settlement of the claim di-
rectly with any claimant who is neither an attorney nor represented
by an attorney to a time when the claimant’s rights might be affected
by a statute of limitation, coverage provision, or other time limit,
unless written notice is given to the claimant clearly stating the time
limit that might be expiring and its effect upon the claim; such a
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3 AAC 26.080  ADMINISTRATIVE CoDE SUPPLEMENT 3 AAC 26.080

written notice shall be given at least 60 calendar days before the date
on which the time limit might expire.

(d) Any person transacting a business of insurance who partici-
pates in the investigation, adjustment, negotiation, or settlement of a
claim shall pay a judgment or settlement of the claim (including ad-
vances, partial settlements, or similar payments) with a negotiable
check payable in cash to the-payee upon presentation to a bank lo-
cated in Alaska. If the check is not drawn upon a bank having a
physical location in Alaska, it must be payable in cash upon presenta-
tion to at least one bank having a physical location in Alaska. (Eff.
5/6/89, Register 110)

Authority: AS 21.06.090 " AS 21.36.350 © AS 21.89.030
AS 21.36.125

3 AAC 26.080. ADDITIONAL STANDARDS FOR PROMPT,
FAIR, AND EQUITABLE SETTLEMENTS OF MOTOR VEHI-
CLE CLAIMS. (a) Any person transacting a business of insurance
who participates in the investigation, adjustment, negotiation, or
settlement of a first-party motor vehicle claim must:

(1) apply one of the following settlement methods if coverage
provides for the adjustment of a motor vehicle total loss on the
basis of actual cash value or replacement with a vehicle of like kind
and quality:

(A) offer a comparable and available replacement motor vehi-
cle, with all applicable taxes, license fees, destination or delivery
charges, and other fees incident to transfer of ownership of the
motor vehicle paid, at no cost to the first-party claimant other
than the deductible amount, if any, as stated in the coverage; the
offer of a replacement motor vehicle shall be made in writing if
rejected by the first-party claimant; or

(B) make a cash settlement based upon the actual cost to pur-
chase a comparable motor vehicle, including all applicable taxes,

 license fees, destination or delivery charges, and other fees inci-
dent to transfer of ownership, less the deductible amount, if any,
as stated in the coverage; the cost shall be determined by:

(i) the cost of a comparable motor vehicle in the local mar-
ket area to the claxmant., if that motor vehicle is available in
that area; or

(ii) the average of two or more cost quotatmns obtained for
a comparable motor vehicle from two or more qualified dealers
located within the local market area, if a comparable motor
vehicle is not available in that area; or

(iii) a basis that is allowable under the coverage but deviates
from the rules set out in (i) and (ii) of this subparagraph, if the

68
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3 AAC 26.080 COMMERCE AND Ecox. DEV. 3 AAC 26.080

deviation is supported by documentation in the claim file
which gives the particulars of the condition of the motor vehi-
cles involved; any deduction from the cost of a comparable mo-
tor vehicle, including deduction for salvage value, must be a
fair and appropriate amount; the basis for the deduction shall
be fully explained to the claimant; :

(2) provide to a first-party claimant a reasonable written expla-
nation of the valuation of damages to the motor vehicle;

(3) include the first-party claimant’s deductible, if any, in a sub-
rogation demand unless the first-party claimant requests that it
not be included or unless the deductible has been otherwise recov-
ered by the first-party claimant; no deduction for expense may be
made from any deductible recovered unless an outside attorney or
other outside expert witnesses have been retained and any deduc-
tion is no more than a pro rata share of their cost less any attorney
fees and costs recovered; any recovery of prejudgement or post-
judgement interest shall be shared pro rata.

(b) Any person transacting a business of insurance who partici-
pates in the investigation, adjustment, negotiation, or settlement of a
third-party motor vehicle claim: ‘

(1) shall provide a third-party claimant a reasonable written ex-
planation of the valuation of damages to a motor vehicle which is
the basis of any settlement offer;

(2) may not recommend that a third-party claimant make a claim
under the claimant’s own coverage in order to delay or avoid pay-
ing a claim where liability and damages are reasonably clear, -
(¢) A claimant may not be required to travel unreasonably either to

inspect a replacement motor vehicle, obtain a repair estimate, or:
have the motor vehicle repaired at a specific facility.

(d) Any estimate or appraisal of the cost of repair of 2 motor vehi-
cle must be in a fair and appropriate amount that the claimant may
reasonably be expected to be charged for repairs at one or more
conveniently located repair facilities. _

(e) If the amount claimed as damage to the motor vehicle is re-
duced on the basis of betterment or depreciation, the person adjust-
ing or settling the claim shall itemize each deduction and explain the
basis for each reduction in writing to the claimant. - ,

(f) If 2 person adjusting or settling a claim elects to have repaired
a claimant’s motor vehicle and chooses a specific facility for the re-
pairs, that person shall guarantee the repairs and cause the damaged
motor vehicle to be restored to its condition before the loss, at no
additional cost to the claimant, and cause the repairs to be completed
within a reasonable time. v
© (g) If the claimant’s motor vehicle is determined to be economi-
cally unrépairable and, therefore, a total loss, the person adjusting
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or settling the claim may not reduce the salvage value of the vehicle
by charges for cleaning. (Eff. 5/6/89, Register 110)

Authority: AS 21.06.090 AS 21.36.125 AS 21.36.350

3 AAC 26.090. ADDITIONAL STANDARDS FOR PROMPT,
FAIR, AND EQUITABLE SETTLEMENTS OF PROPERTY
CLAIMS. (a) Any person transacting a business of insurance who
participates in the investigation, adjustment, negotiation, or settle-
ment of a first-party property claim shall: . —~

(1) apply one of the following settlement methods if coverage
provides for the adjustment of a claimant’s property loss on the
basis of actual cash value or replacement with other property of
like kind and quality; _

(A) offer specific comparable and available replacement prop-
erty, with all applicable taxes, charges, and other fees incident to
the transfer of ownership of the property at no cost to the claim-
ant other than the deductible amount, if any, as stated in the
coverage; the offer of replacement property shall be in writing if
rejected by the first-party claimant; or
(B) make a cash settlement based upon the actual cost of com-
parable property, including all applicable taxes, charges and
other fees incident to transfer of ownership, less the deductible
amount, if any, as s..ated in the coverage; the cost shall be deter-
mined by:
(i) the cost of comparable property in the local marlcet area
to the claimant, if such property is available in that area; or
(ii) the average of two or more cost quotations obtained for
comparable property from two or more qualified dealers, sup-
pliers or contractors located within the local market area, if
comparable property is not available in that area; or
(iii) settle a loss on a basis that deviates from the rules set
out in (i) and (ii) of this subparagraph if the deviation is sup-
ported by documentation in the claim file which gives the par--
ticulars of the condition of the property involved; the
valuation, including salvage value of the property lost, if any,
must be in an adequate and appropriate amount; the basis for
settlement shall be fully explained to the claimant; .

(2) provide to a first-party claimant a reasonable written expla-
.nation of the valuation of the damages to the property; - -

(3) include the first-party claimant’s deductible, if any, in a sub- .
rogation demand unless the first-party claimant requests that it

- not be included or unless the deductible has been otherwise recov-
ered by the first-party claimant; no deduction for expense may be
made from any deductible recovered unless an outside attorney or
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other outside expert witnesses have been retained and deduction

may be for no more than a pro rata share of their cost less attorney

fees and costs recovered; any recovery of prejudgement or post-
judgement interest shall be shared pro rata.

(b) Any person transacting the business of insurance who partici-
pates in the investigation, adjustment, negotiation, or settlement of a
third-party property claim:

(1) shall provide to a third-party claimant a reasonable written
explanation of the valuation of damages to property which is the
basis of any settlement offer;

(2Y may not recommend that a third-party claimant make a claim
under the claimant’s own coverage in order to delay or avoid pay-
ing a claim where liability and damages are reasonably clear.

(¢) Any person settling or adjusting a property claim may not re-
quire a claimant to travel unreasonably either to inspect replace-
ment property, obtain a repair estimate, or have the property
repaired at a specific facility.

(d) Any estimate of the costs of the repair of the property must be
a fair and appropriate amount for which the damage can be reasona-
bly expected to be repaired at one or more conveniently located re-
pair facilities, dealers, or contractors.

(e) Any person who reduces the amount claimed as damage to
property on the basis of betterment or depreciation shall itemize
each deduction. The basis for the reduction shall be documented in
the claim file. -

(f) If a person ad;ustmg or settling a claim elects to have repaired
a claimant’s property and chooses a specific repair facility, dealer, or
contractor, that person shall guarantee the repairs and cause the
damaged property to be restored to its condition before the loss, at
no additional cost to the claimant, and cause the repairs to be com-
pleted within a reasonable period of time. (Eff. 5/6/89, Regmter 110)

Authority: - AS21.06.090 AS2136125 - AS 2136350

3. AAC 26.100. ADDITIONAL STANDARDS FOR PROMPT,
FAIR, AND EQUITABLE SETTLEMENTS OF WORKERS'
COMPENSATION CLAIMS. Any person transacting a business of
insurance who participates in the investigation, ad;ustment negotia-
tlon, or settlement of a workers’ compensation claim: -
- (1) may not require a claimant to travel unreasonably for medi-
cal care, rehabilitation services, or any other purpose; _
~ (2) shall provide necessary claim forms, written instructions,
+ and assistance that is reasonable so that any claimant.not repre-
sented by an attorney is able to comply mth the iaw and reason-
able claims handling requirements;
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(3) shall promptly make all payments or denials of payments as
required by statute or regulation. (Eff, 5/6/89, Register 110)

Authority: AS 21.06.090 - AS 21.36.125 AS 21.36.350

3 AAC 26.110. ADDITIONAL STANDARDS FOR PROMPT,
FAIR, AND EQUITABLE SETTLEMENTS OF DISABILITY
CLAIMS. (a) Ifa disability insurance policy or a subseriber contract
provides for payment of a claim on the basis of services provided by a
medical care provider using a usual, customary and reasonable, or
prevailing charge basis, a person transacting a business of insurance
who participates in the investigation, adjustment, negotiation, or
settlement of a claim must:. o

(1) maintain or use a statistically credible profile of medical care
providers’ charges on which to base payment of claims, which is
updated at least every six months and contains charges for serv-
ices performed not more than one year before the date of the most
recent profile; the profile must contain charges for each geographi-
cal area in which a claimant might receive treatment; if the profile
does not contain a statistically credible data base for a particular
medical care service in a certain geographical area, the insurer
may include in the profile a sufficient number of charges for that
service from another geographical area so that a reliable basis is
established; however, the final basis for payment shall be adjusted
to reflect the general cost differences between the geographical
area where the service was performed and the other geographical
areas used in establishing the statistically credible profile; the ad--
justment may be based on the Consumer Price Index, the medical
care component of the Consumer Price Index, or another reason-

able basis stated in writing; the written explanation provided to a

claimant must include a complete explanation of these adjust-

ments; _ S e

(2) provide to the claimant, in writing, a complete explanation of
the basis of payments and document the explanation in the claim
file; if the basis for payment is less than the actual charge made by
the medical care provider, the explanation to the claimant must
state with specificity the reason for the amount not paid.

(b) This section does not apply to workers’ compensation claims.
(Eff. 5/6/89, Register 110) 2 : o i
Authority: AS21.06.090 AS21.36.125 AS 21.36.350

8 AAC 26.300. DEFINITIONS. In this chapter, -
- (1) “claim” means notice that an event, act or omission has oc--

curred which may result in injury: or damage for which an insured

may be legally obligated to pay; o
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* (2) “claimant” means a first-party claimant, a third-party claim-
ant, or both, and includes the claimant’s legal representative and
includes a member of the claimant’s immediate family if anthor-
ized by the claimant;’

(3) “Consumer Price Index” means the data published annually
in the Detailed Report by the United States Department of Labor,
Bureau of Labor Statistics;

(4) “destination or delivery charges means the charges for
shipping a motor vehicle to a primary residence of the claunant or
to where the motor vehicle is primarily operated;

(5) “first-party claimant” means a person asserting a nght to
payment under his or her own coverage;

(6) “frequency as to indicate a general business practice” means
violation of any one standard committed on one or more percent of
claims handled within a 12-month period, or the repeated violation
of a single standard without reasonable explanation;

(7) “local market area” means the geographical area, in the clos-
est proximity to the claimant’s residence, in which two or more
qualified dealers are located;

(8) “outside attorney” means an attorney who is in private prac-
tice and not an employee of a person transacting a business of
insurance under AS 21;

(9) “person” means an individual, corporation, association, part-
nership, or other legal entity; _

(10) “third-party claimant” means any person asserting a claim
against any other person;

(11) “usual, customary, and reasonable, or prevailing charge .
basis” means that payment basis for a disability insurance claim
where the reasonable and prevaﬂmg charge for a medical care pro-
cedure, service, or supply item is determined by the lowest of the
following amounts:

(A) the billed amount of the medical care provider’s actual
charges,
" 7 (B) the charge usually made by that provider for performmg
‘that procedure; or
(C) the customary charge based on a profile of charges made
for the same medical procedure, service, or supply item in the
same geographical area by other providers that have performed
~ the same- procedure or service or have prcmded the same supply
item;

(12) “working days” means all calendar days except Saturdays,

Sundays, all official federal holidays, and all official Alaska holi-
. days. (Eff. 5/6/89, Register 110)

Authority: AS21.06.090 = AS21.36125  AS 2136350
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§ 21.27.330 INSURANCE § 21.27.350

or of losses arising out of a catastrophe common to all such losses. (§ 1
ch 120 SLA 1966; am § 31 ch 51 SLA 1990)

Effect of amendments. — The 1990 in two places, substituted "appointed” for
amendment, effective January 1, 1991, in  "licensed as agent,” and made a grammat-
subsection (a), inserted “or general agent” ical change.

Sec. 21.27.330. Place of business. A licensed agent, general
agent, broker, and adjuster, other than those licensed for life or dis-
ability insurances or annuities only, shall have and maintain in this
state, or if a nonresident agent or nonresident broker, in the state of
domicile, a place of business accessible to the public where the li-
censee principally conducts transactions under the licenses. The ad-
dress of the place of business must appear on all licenses of the li-
censee, and the licensee shall promptly notify the director of any
change of address. If the licensee maintains more than one place of
business in this state, the licensee shall obtain a license or licenses for
each additional place, and shall pay an additional license fee for each
license. (§ 1 ch 120 SLA 1966; am § 32 ch 51 SLA 1990)

Effect of amendments. — The 1990 tence; deleted “duplicate of the” and “du-
amendment, effective January 1, 1991, in-  plicate” before "license” in two places in
serted “general agent” in the first sen- the final sentence; and made grammatical
tence; substituted “licensee” for “agent, changes.
broker, or adjuster” in the second sen-

Sec. 21.27.340. Public display of license. (a) The license or li-
censes of each agent, general agent, broker, and adjuster, other than
licenses as to life or disability insurances or annuities only, shall be
displayed in a conspicuous place in that part of the place of business
that is customarily open to the public.

(b) The license of a solicitor shall be displayed in each place of
business of the agent, general agent, or broker by whom the solicitor
is employed. (§ 1 ch 120 SLA 1966; am § 33 ch 51 SLA 1990)

Effect of amendments. — The 1990 tor” and made related grammatical
amendment, effective January 1, 1991, in- changes in subsection (a) and inserted
serted “general agent, broker, and adjus- “general agent” in subsection (b).

Sec. 21.27.350. Records of agents, brokers, adjusters. (a) An
agent, general agent, broker, or adjuster shall keep at the address
shown on the license a record of all transactions consummated under
the license. This record shall be in organized form and must include

(1) if an agent, general agent, or broker,

(A) arecord of each insurance contract procured, issued, or counter-
signed, together with the names of the insurers and insureds, the
amount of premium paid or to be paid, and a statement of the subject
of the insurance;
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Businessowners policy; -
Commercial General Liability (CGL) policy;
Commercial Crime forms.

G.  Nonpayment of Premium

"Nonpayment of premium" means failure of the Named Insured to discharge when due any
of his/her obligations in connection with the payment of premium on a policy, or any
installment of the premium, whether the premium is payable directly to the insurer or its agent
or indirectly under any premium finance plan or extension of credit.

H. Personal Auto Insurance

"Personal auto insurance” means an insurance pohcy covering nsks and cxposures of an
automobile policy which includes automobile liability coverage, uninsured motorist coverage,
automobile medical payments ‘coverage, or automobile physical damage covc:age: Under
personal auto insurance, the insured vehicles are of the following types only:

* a motor vehicle of the private passenger or station wagon type that is not used as a
public or livery conveyance, nor rented to others; or

* any other four-wheeled motor vehicle with a load capacity of 1,500 pounds or less
- which is not used in the occupation, profession or business of the msured nor used as a
public or livery conveyance nor rented to others.

I. Personal Insurance

"Personal insurance” provides coverage to personal exposure as 0pposed to commercial
endeavors. Examples of personal i insurance policies covered in this textbook are:

*  Dwelling Property program;
©.* Homeowners program; "
" *  Personal Auto policy:

J. Renewal _
"Renewal" or "to renew" means:

* the issuance and delivery by an insurer o emf'ohcy replacmg at the end of thc pohcy
period a policy previously issued and delivered by the same insurer;

*  the issuance and delivery of a certificate or nouce extendmg the. term of the policy
beyond its policy period or term; or

*  the extension of the term of a policy beyond 1ts pohcy penod term under a prowsxon'
for extending the policy by payment of a continuation premium. .

2. Binders

"Binders" are tcmporary ‘contracts of insurance 1ssued to a prospectwe msured to
substantiate coveraoe until aperrnanent contract can be offered or denied. -~ . .

‘Binders can' be verbal or written. * They encompass the msunng agreemcm, _condmons |
exclusions and any endorsements attached to the policy requ&cted ay

Binders are valid i in property and casualty insurance unul one of the fcilomng occurs
*  issuance of the permanent pohcy, o :
* 90 days from the effective date of coverage have elapsed.

If the policy has not been issued, a binder may be extended or mewed aftcr the 90 days
with the written approval of the i insurer. - . _



This section does not apply to:
* life insurance; or

*  disability insurance; and
*  annuities.

3. PhOPERTY AND AUTOMOBILE CANCELLATION

Alaska law provides detailed provisions concerning the cancellation of the following
contracts:

*  property;
*  automobile.
We shall discuss these in detail.

A.  Property Contracts

After a property contract has been in effect for sixry (60} day.s' or more, it cannot be
cancelled, except for one of the following reasons:

*  nonpayment of premiums;

* conviction of the insured of a crime havmg as one of its necessary elements an act
- increasing a hazard insured against;

* discovery of fraud or material misrepresentation made by the msured or his/her
representative in obtaining the insurance or by the insured in pursuing a claim under the’

policy;
* discovery of a grossly negligent act or omission by the insured that substantlally
increases the hazard insured against;

* physical changes in the insured property that result m the property becoming
uninsurable.

%"Insurcrs must give the insured thmy (30) days written notice of cancellauon .
%ancellauon for nonpaymenz of premium only requires twenty (20) days’ written norice.

ﬁ' If the cancellation is due to discovery of fraud or material misrepresentation by the insured
or

conviction of a crime having as one of its necessary elements an act increasing a hazard
insured agamst, a ten (10) day wrirten notice of cancellation must be mailed to the insured.

An insurer may not cancel a business or commercial policy unless a written notice of
cancellauon is mailed to the Named Insured and to the agcnt or broke.r of recorcl at leasr |

* sixty (60) da;:s before the effective date of cancellation;
*  twenty (20) days for nonpayment of premium;

* - ten (10) days for dlscovery of fraud or material mmreprcsentauon made by the insured
or the insured's representative in obtammg the insurance or by the msured in pursuing a
claim under the policy. - : :

\B&‘ Automobﬂe Contracts T e T B
n auto policy can be canceled for any reason during the first smy (60) days aﬁer issue.

Once an auto pohcy has been in effcct for 60 days it can only be cancelled for .
*  non-payment of premmm ' :

*  fraud or nusreptesentauon in an insurance apphcauon or renewal apphcauon
* conviction of insured of a crime which increases the hazard insured against;



*

discovery of insured's gross negligence which increases the hazard insured against;
*  physical changes in the insured vehicle making it uninsurable.
Reasons for cancellation must be specified in a notice sent to the insured twenty (20) days

prior to the effective date by registered mail. If the reason for cancellation is non-payment of
premium, only ten (10) days' notice need be given.

Non-renewal of policies in force less than 12 months is nor permitted.
Non-renewal requires twenty (20) days' notice without specifying the reason.

No insurer may refuse to issue or renew an auto policy because of the age, sex, race,
occupation or principal place of garaging of the Named Insured.

4. CIVIL RULE 82

Under Civil Rule 82, a court in Alaska may award attorney's fees as a matter of course to
the prevailing party in litigation. In a case where an insured defendant loses his/her case,
Civil Rule 82 can result in the insurer paying the plaintiff's attorney's fees as well as all costs
related to the defense of the claim.

In response to this rule, insurers applied to the insurance department for relief. After much
deliberation, the insurance department allowed insurers writing auto liability insurance in
Alaska to limit the supplementary payments aspect of the policy in the area of legal costs. A
limit for attorney's fees was set by regulation. When insurers limit legal defense cost coverage
in auto liability policies, they must "clearly disclose to insureds the limitation and the insured's
potential liability for attorney's fees where judgment exceeds the liability limits of the policy."”

Insurers may provide coverage in excess of that required by the regulation for an additional
charge. This additional coverage may be offered to provide the insured protection against
substantial additional liability related to the defense of an insurance claim.

5. ALASKA AUTOMOBILE INSURANCE

A. Comparative Negligence

As of 1975, Alaska adopted a comparatwe negligence law in connection with lability
settlements.

Under Alaska's pure version of comparative negligence, a person may recover damages in
an accident or occurrence regardless of his/her own negligence.

Comparative negligence differs significantly from contributory negligence. Under the
latter, if an individual contributes even slightly to an accident, he/she can recover no damages.

B. Compulsory Insurance

Alaska has enacted compulsory insurance and ﬁnancml responsibility laws on owners and
operators of motor vehicles. All registered motor vehicles in Alaska must carry a mmlmum
level of financial security regardless of involvement in an accident. : :

The limits of compulsory insurance specified are minimum requirements for amounts
recoverable for B.1. per person/B.1. per accident/P.D.. per accident as follows: 50/100/25.
C. Financial Responsibility

@ Definition of Proof

According to the Alaska "Motor Vehicle Safety Responsibility Act,” the legislature is
concerned over the rising total of motor vehicle accidents and the suffermg and loss inflicted
by them. The 1e°1slature determines that it is a matter of grave concern that motorists be



financially responsible for their negligent acts so that innocent victims of motor vehicle
accidents may be recompensed for the injury and financial loss inflicted upon them. The
legislature finds and declares that the pubic interest can best be served by the requirements that
the operator of a motor vehicle involved in an accident respond for damages and show proof of
financial ability to respond for damages in future accidents as a prerequisite to his/her exercise
of the privilege of operating a motor vehicle in the state.

The financial responsibility requirements apply to the driver and owner of a vehicle subject
to registration under law of z}u.s state which 1s involved in any manner in an accident in this
state resulting in:

*  bodily injury to or dmth of a person; or
*  damage to the property of any one person exceea’mg 3$500.

Not less than twenty (20) days after receipt of a report of such accident, the department
must determine the amount of security which it considers sufficient to sausfy any judgments
for damages resulting from the accident which may be recovered against each driver or owner.
The determination must not be made with respect to a driver or owner who is exempt from the
requirements as to security and suspension.

The department must determine the amount of security deposit required upon the basis of
the reports or other information submitted. If a person involved in an accident fails to make a
report or submit information indicating the extent of his/her injuries or the damage to his/her
property within thirty (30) days after the accident, and the department does not have sufficient
information on which to base an evaluation of injuries or damage, then the department may not
require a deposit of security for the benefit or protection of the person.

Within thirty (30) days after recexpt of report of an accident and upon determining the
amount of security to be required, the department must give written notice to every person of
the amount of security required to be deposited by him/her and staring that an order of
suspension will be made upon the zgmra:ion of ten (10) days after the notice is sent unless
within that time security is deposited as required. No license may be suspended unless the
licensee is afforded a hearing by the department at which it is determined that there is a
reasonable possibility of a judgment holding him/her liable being rendered.

A peace officer investigating an accident that results in bodily injury to or the death of a
person or damage to the property of a person exceeding $500 must inform persons involved in
the accident in writing of the requirements of this chapter as they apply to suspension of an
operator's license or driving privileges.

Exceptions to Requirement
- The requirements as to security and suspensmn do not apply t0:

*  the driver or owner if the owner had in effect at the time of the accident an automobile

~ liability polic ty or bond with respect to the vehicle involved in the accident. (A driver is

not exempt if at the time of the accident the vehxcle was operated without the owner's
express or implied permmsxon )s

*  the driver who is not the owner if there was in effect at the t:me of the acmdent an
~ automobile liability pohcy or bond w1th Tespect to. his/her_driving of velucles not
~owned by him/her; '

" = a driver or owner whose hablhty for damagcs multmg from an accident is, in the
judgment of the department covered by anot.hc: form of hablhty 1nsurancc pohcy or
bond; : _

* a person qualifying as a sclf—msurer orto a person operannc a vetuclc for a self-.
insurer;

* the driver or owner of a vehicle involved in an accident in wluch no injury or damage-'
was caused to the person or property of anyone other than the driver or owner;



*  the driver or owner of a vehicle which at the time of the accident was parked, unless
the vehicle was parked at a place where parking was prohibited by a law or ordinance;

*  the owner of a vehicle if at the time of the accident the vehicle was operated without
his/her express or implied permission or was parked by a person operating the vehicle
without the permission; :

*  the owner of a vehicle or the driver of a vehicle operating it with permission if at the
time of the accident the vehicle was owned or leased to the United States, this state or a
political subdivision of this state or a municipality of the state; or

*  the driver or the owner of a vehicle at the time of the accident the vehicle was operated
by or under the direction of a police officer who, in the performance of his/her duties,
assumed custody of the vehicle.

A policy or bond is not effective unless it is issued by an insurance company or surety
company authorized to do business in this state in an amount of at least 50/100/25. :

Security/Suspension

If a person fails to deposir security within ten (10) days after the department sends notice,
the department must suspend.:

*  the license of each driver involved in the accident;
*  the privilege of operating a vehicle subject to registration if the driver is a nonresident;

* the privilege of the owner to operate or permit the operation within this state of a
vehicle subject to registration if the owner is a nonresident.

Release of Liability ' _

A person is relieved from the requirement for deposit of security for the benefit o
protection of another person injured or damaged in the accident if he/she is released from
liability by the other person.

A covenant notr to sue relieves the parties 1o it as to each other from the security
requirements. ' :

If the department evaluates the injuries or damage to a minor in an amount not more than
$500, the department may accept, for the purposes of this chapter only, evidence of a release

from liability executed by a natural or legal guardian on behalf of the minor without court
approval.

A person is relieved from the requiremerit for deposit of security for a claim for injury or
damage arising out of the accident if the person is not liable for the claim.

Payment of Damages

Two or more persons involved in or affected by an accident may at any time enter into a
written agreement for the payment of an agreed amount with respect to their claims because of
bodily injury, death, or property damage arising from the accident. The agreement may
provide for payment in installments. The parties may file a signed copy of the agreement with
the department. ' A - :

If proof of financial responsibility is provided by the written agreement filed with it, the
department must not require the deposit of security and must terminate a previous order of
suspension. If security was deposited, the department must immediately return the security to
the depositor or his/her personal representative. )

If there is a default in a payment under the agreement upon notice of default, the
department must take action suspending the license of the person in default as is appropriate in
case of failure of the person to deposit security when required. '

The suspension remains in effect and the license may not be restored until:



* security is deposited as required under this chapter in the amount the department
determines; or

* when, following default and suspension, the person in default pays the balance of the
aoreed amount; or

* one (1) year lapses followmc the effective date of the suspension and evidence
satisfactory to the department is filed with jt that during the period no action at law
upon the agreement is pending.

The payment of a judgment arising out of an accident releases the judgment debtor from the
liability evidenced by the judgment.

Suspension

Unless a suspension is terminated, an order of suspension by the department remains in
effect until terminated. No license may be renewed or issued to a person whose license is
suspended until:

~ * proof of financial responsibility for the future is provided; and
*  the person deposits or there is deposited on his/her behalf the security required; or
*  three (3) years elapse following the date of suspension.

Security _
The security deposited is available only for:

*  the payment of a settlement agreement covering a claim arising out of the accident upon
instruction of the person who “made the deposit; or

* the payment of a judgment given against the person required to make the deposit for
damages arising out of the accident in an action at law begun no later than one (1) year
after the depos1t of security for failure to make payments under an agreement to pay.

Every distribution of funds from a security deposit is subject to the limits of the
department'’s evaluation on behalf of a claimant.

Upon the expiration of two (2) years from the date of deposit of secunty, the secunty
remaining on deposit must be returned to the person who made the deposit or his/her personal
representative if an affidavit or other evidence satisfactory to the department is filed with it
showing that:

'* no action for damages arising out of the accident for which deposit it was made is
pending against the person on whose behalf the deposit was made; and

* there does not exist any unpaid judgment against the person in an action.

(2)  Persons Required to Show Proof

The operator or owner of a motor vehicle when dnven on a highway, vehicular way or
area, or on other public property in the state, must have motor vehicle liability insurance or a
certificate of self-insurance in effect for the motor vehicle, unless:

*  the motor vehicle is being driven or moved on a highway, vehicular way, or a public
parking place in the state that is not connected by a land highway or vehicular way to
the land-connected state highway system, or a hlghway or vemcular way w1th an
average daily traffic volume greater than 499; and

* the operator has not been cited within the preceding ﬁve ) years for a trafﬁc law
violation with a demerit point value of six (6) or more.

The department must publish annually a list of areas that meet the requirements of this
section. This list must be available for public inspection at all division of motor vehicle offices
in the state. v



‘The owner or operator of a motor vehicle required to have motor vehicle liability insurance
or a certificate of self-insurance must show proof of this insurance when that person is:

* involved in an accident that results in bodily injury to or dath of a person, or damage
to the property of a person exceeding $500; or

* charged with a traffic law violation with a demerit point value of six (6) or more on the
point schedule determined by the department.

Method of Proof

A person involved in an accident is re?f to prove that a motor vehicle liability insurance
or a certificate of self-insurance was in effect must, within fifteen (15) days of the accident:

* present a copy of the insurance policy, certificate, bond, or insurance binder that was
in effect at the time of the accident to the department for inspection;

*  provide the department with written certification from an insurance company, insurance
agent, insurance broker or surplus lines broker confirming that a valid motor vehicle

llab]élty policy issued in conformity with this chapte.r was in effect at the time of the
accident.

A person charged with a traffic law violation who is required to prove that a motor vehicle
hablhty insurance policy or certificate of self-insurance was in effect must, at the time of that
person's initial appearance in court or within fifteen (15) days of the date of the charge of a
traffic law violation, whichever is later:

* present a copy of the insurance policy, certificate, bond or insurance binder that was
in effect at the time of the violation to the court for inspection;

* prowde the court with written certification from an insurance company, insurance
agent, insurance broker, or surplus lines broker confirming that motor vehicle hablhty
insurance was in effect at the time of the violation; or

'*  advise the court in writing that a certificate of self-insurance was in effect at the time
the violation was charged.

The court must immediately report any failure to present proof of insurance to the
department. | _
Proof for the Future

A person whose license is suspended must file proof of financial mponmbxhty for the

future before full driving privileges may be restored or limited license privileges are granted.
A filing of proof of financial responsibility is required for a penod of three (3) years
llowing expiration of the suspension of license.

Financial Responsibility Summary

In summary, the following are unportant facts concermng Alaska‘s ﬁnanma.l responmbxhty
requirement:

* Alaska'é ﬁnanmal rcsponmbmty requxrement law - reqmres the estabhshmcnt of
sufficient security to satisfy any judgment from a vehicle operator mvolved m an

accident resulting in bodily injury or property damage.

**  Financial responsibility requirements apply to the driver and owner of a vehicle subject
to registration (not government vehicles) wluch is mvolved in an accldent rcsulung in:

_- bodily injury or death; -
property damage to any one (1) person exceedmg 5500

*  Individuals required to be financially responsible will be notified within r.lurty (30) days
- of receipt of an accident report that an order of suspension will be made upon the
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expiration of ten (10) days.

The requirements of security and suspension do not apply to individuals maintaining
automobile liability insurance and other specified reasons such as:

legally parked car;

vehicle operated without the owner's permission;

certain publicly owned vehicles;

the operator was employed by the owner of the vehicle;

the vehicle was operated under the direction of the police.

If a person fails to deposit security as required, he/she will be subject to:
driver's license suspension;

motor vehicle registration suspension.

Unless a suspension is terminated, an order of suspension by the department remains in
effect until terminated and no license may be renewed or issued to a person whose
license is suspended until:

proof of financial responsibﬂiry for the future if provided; and
security is deposited; or
three (3) years elapse from the date of suspensmn

Uninsured/Underinsured Motorist

"Uninsured motor vehicle” means a land motor vehicle or trailer of any type:

%*

*

to which no bodily injury liability bond or policy applies at the time of the accident;

to which a bodily injury liability bond or policy applies at the time of the accident, less
than the minimum limit for bodily injury liability specified by the financial responszb:luy
law of the state in which your covered auto is prmcapally garaged;

which is a "hit and run" vehicle whose operator or owner cannot be identified;

to which a bodily injury liability bond or policy applies at the ume of the acc1dent but
the bonding or insuring company .

denies coverage; or
is or becomes insolvent.

Uninsured motorist coverage is 'manda:ory in Alaska and must be offered in mm:mum Timits
of 50/100/25 as well as optional higher limits that equal bodily injury limits.

_ "Underinsured motor vehicle” means a motor vehicle licensed for lughway use with respect
to the ownership, operation, maintenance or use of which motor vehicle there is a bodily
injury or property damage insurance policy or a bond apphmble at the ume of the accident and
the amount of insurance or bond:

*

S W

is less than the limit for .unmsured and undennsured motonsts coverage under the
insured's policy; -
has been reduced by payments to persons other than an msured mjured in an acmdent

to less than the hrmt for uninsured and undermsured motonsts coverage under the
insured's policy. :

t]ndenmured motorist cavemge must be made avazlable to msureis' in Alaska
The uninsured and underinsuréd motorists coverage required by law: '

does not apply to bodily injury, sickness, disease, or death of an insured or damage to
or destruction of property of an insured until the limits of liability bonds and policies
‘that apply have been used up by payments or Judgments or setﬂements, .



*  must be a single combined coverage; and
* may be rejected by the insured in writing.
If the insured has rejected uninsured or underinsured coverage, the coverage may not be

included in a supplemental, renewal or replacement policy unless the insured subsequently
requests uninsured or underinsured coverage in writing.

If both the owner and operator of the insured vehicle are unknown, payment under the
uninsured and underinsured motorists coverage may be made only where direct contact
between the insured and uninsured or underinsured motor vehicles has occurred. A vehicle that
has left the scene of the accident with an insured vehicle is presumed to be uninsured if the
insured person reports the accident to the appropriate authoriries within 24 hours.

The uninsured and underinsured motorists coverage for damage to or destruction of
property is subject to a deductible of 3250 in any one accident, but the insurer may offer a
deductible other than $250. This coverage is limited to damage to or destruction of the insured
motor vehicle. Ir may not include loss of use of such vehicle.

Maximum Liability of Carrier

The maximum lLability of the insurance carrier under the uninsured and underinsured
motorist coverage is the difference between the coverage limit of liability and the amount paid
to the insured by or on behalf of the uninsured and underinsured motorists.

Amounts payable under the uninsured motorists and underinsured motorists coverage may
be reduced by:

* amounts paid or to be paid under any workers compensation law;

* amounts paid or payable under any valid and collectible awromobile medical payments
insurance or bodily injury or death liability insurance; and

* amounts paid by or on behalf of the uninsured or underinsured motorist.

Policy Coverage and Priorities

If an insured is entitled to uninsured or underinsured motorists coverage under more than
one policy’ of motor vehicle Liability insurance, or under more than one coverage if two or
more vehicles are insured under one policy, the maximum amount an insured may recover may
not exceed the highest limit of any one policy or coverage.

Where multiple policies or coverages apply, payment may be made in the following order of
prioriry, subject to the limit of liability for each applicable policy or coverage:

* a policy or coverage covering a motor vehicle occupied by the mJured person at the
time of the acmdent

* a policy or coverage covering a motor vehicle that came into contact with the insured
while a pedestrian; “and

* apolicy or coverage covering a motor vehicle not mvolved in the accident with respect
to which the mjured person is an insured or a Named Insured. :

Policy Coverage Exclusions

The uninsured and underinsured motorists coverage does not apply to bodlly mjury or death
or damage to or destruction of property of an insured:

*  while occupying a motor vehicle owned by, but not insured by, the Named Insured or
the insured's spouse or relative residing in the same household; or

*  through being struck by a motor vehicle owned by the Named Insured or the msured s
spouse or relatlve residing in the same household. ,



E. Automobile Assigned Risk

The Automobile Assigned Risk was created to provide auto insurance for individuals unable
to obtain same from the voluntary market.

All insurers writing auto insurance in Alaska must participate in the Automobile Assigned
Risk to the same deoree as they write auto insurance in the state's voluntary market as
compared with other insurers writing auto insurance in the state.

The Assigned Risk Plan affords liability and physical damage coverages. "Physical damage
only" insurers need not participate in the Assigned Risk Plan.

Minimum liability limits of 50/100/25 as well as increased limits of 100/300/50 are
available.

Agreements may be made among insurers w1th respect to the equltable apporuonment
among them of insurance which may be afforded applicants who are in good faith entitled to,
but who are unable to procure, the insurance through ordinary methods. The insurers may
agree among themselves on the use of reasonable rate modifications for the insurance, the
agreements and rate modifications to be subject to the approval of the Director.

6. ALASKA WORKERS COMPENSATION ACT

A. Purpose

The Alaska Workers Compensation Act provides for the reimbursement of work-related
medical expenses and lost wages. The law is compulsory: All Alaska employers must comply
with the provisions of the law, purchasing insurance or providing self-insurance.

B. Requirements and Coverage
The Alaska Workers Compensation Act and ltS requirements are:

* compulsory to all private employments in the state, mcludmg elected or appomted
corporate executive officers;

*  compulsory as to state public employments.

The following types of employment are not covered by the Workers Compensation Act
*  part-time baby-sitters;

*  cleaning persons; _

*  harvest help or similar transient help;

*  entertainers employed on a contractual basis;

*  commercial fishermen.

C. Meeting Obligations
Alaska employers can meet the1r obhoatmns as descnbed in thxs section in one of two ways
*  self-insurance; :
* - private insurance;
*  Assigned Risk Pool of Alaska

If employers decide to self-insure, they must follow the dictates of the Alaska Workers
Compensation Law as to their financial requirements, reporting procedures, etc. Very often,
very large companies decide to self-insure to reduce administrative expenses.

Workers Compensation insurance is the most popular form of insurance.

‘The Workers Compensation Assigned Risk Pool of Alaska was created to prov1de workers
compensation insurance to individual employers unable to obtain same in the voluntary market.




The Pool will be discussed in detail shortly.

In order for a business to self-insure in Alaska, it must obtain a cemﬁca:e of authority from
the Department of Labor.
D. An Overview

A "plain English" Workers Cornpensanon and Employers Liability pohcy was drafted by
the Nat:onal Council on Compensation Insurance and introduced nationwide in 1984.

This policy insures employers against claims for work-related injuries to employees as well
as diseases acquired by them that are compensable by law.

- The new Workers Compensation Policy consists of the fO].lOW.I.I‘l“ sections:

* Information page;

* - General Section; .

* PartOne - Workers Compensation Insurance;
*  Part Two - Employers Liability Insurance;

* Part Three - Other States Insurance;

*  Part Four - Your Duties if Injury Occurs;

*  Part Five - . Premium;

*  Part Six - Conditions.

Let's review the pertinent aspects of each of these sections.

E. Information Page/General Section

The Informarion Page replaces the Declarations page, but essentially pro\ncles the same
valuable information:

* name, address and dcscnptlon of insured company, o
policy period;. o

a list of the states to which the pohcy apphcs
Iiability limits per accident, disease and employee,

endorsements and schedules. _ it -
-The General Section reinforces the Informauon Page by generajly deﬁnmg

*  the purpose of the pohcy, ' -

* whommsured S o
*  the ralauonsh1p of the mdmdual workers compensauon laws to thc pohcy

Under this section, it is noted that the workers compensation law of - any’ covered state
includes amendments to the law that take effect dunng the pohcy penod Rct.roactwe law
changes are nor covered. ' : S

%* % ¥ %

F. Part One - Workers Compensation Insurance

_ Part One - Workers Compensatzon Insurancc apphes to bodlly mjury ('mcludmg resultant
death) caused by: -

ot acc1dent or
- *  disease. -
Bodily i mjury by accident must occur durmg the pohcy penod

Bodily injury by disease must be caused or aggravated by the condlnons of employment
The employee's last day or last exposure to the conditions causmg or aggravaung the bodily




injury by disease must occur during the policy period.
Payments are made to employees regardless of fault as long as the injuries are work-related.

Under this coverage, the insurer agrees to pay the benefizs reguxred of the insured by law.
The term "benefits" includes both compensauon for lost wages and medical care including:

*  medical benefits;

*  income benefits;

*  death benefits.
. Alaska State Workers Compensatzon laws (whlch provide gmdehnes for the administration
of the workers compensation benefits) provide unlimited medical, ho usfutal surgical and
nursing care for the treatment of work-related injuries or disease. As a result, 100% of medical
bills and rehabilitation bills are paid. . _

Income and death benefits amounts are mandated by Alaska law as follows:

* Loss of Income - 66 2/3%;

*  Death Benefits - 66 2/3% of gross wages for spouse plus children.

Although medical treatment is compensated immediately, payment of lost wages is subject
to a waiting period of four (4) days in Alaska. If the disability causing the lost wages continues
past the waiting period, the lost wages incurred after this waiting period will be covered. If the
disability continues past four (4) weeks, the lost wages incurred from the beginning of the
disability will be covered. This two (2) week period is known as the "retroactive period."”

In addition to the percentage of wages fpayable and the period of payment, state workers
compensation laws evaluate the nature of the disability in question when making awards.
Injuries are seen as being permanent or temporary in duration; total or partial, in seventy

As a result, there are four classifications of dlsablhty
*  permanent total disability;
*  temporary total disability;
- *  permanent partial disability;
*  temporary partial disability.

Permanent total disability is the most severe: the employee wﬂl never work agam As a
result, benefits are paid for life. -

Temporary total disability renders the employee mcapable of worlo.ng for a gwen time, but
recovery is seen. An example of this classification would be a severely sprained back
rendering the employee unmobﬂe for 4-6 weeks, but capable of returmng to work with no
permanency.

- Permanent partial dlsablluy usually mvoives an injury whlch is permanent in nature (loss of
an arm, leg, etc.), but will not stop the employee from returning to work.

Temporary partial disability is the least severe classification of d1sab111ty and usually
characterizes an injury that keeps the employee out of work for a few days (example sprained
neck). "Light duty” can be given to such a disability.

* Death Beueﬁrs include an amount for funeral benefits mandated by Iaw ($2 500 in Alaska)
as well as survivors' or dependents' benefits. ) ‘

G " Supplementary Benefits

o s “In addition to paying benefits to employees, the Workers Compensauon coverage w1ll-
’_’defend the msured employer for legal actions arising out of these payments.

- For example, an _injured employee might disagree with the type of treatment allowed under
*workers compensation msurance or the amount of settlement In such circumstances, the



employee might retain an attorney and seek further reimbursement.

Part One - Workers Compensation Insurance agrees to investigate such cases, then defend
or settle them as needed.

In addition to the benefirs payable under this section, Part One - Workers Compensation
Insurance agrees to pay:

5%

*

H.

reasonable expenses incurred at the company's request, but not loss of earnings;

premiums for bonds to release attachments and for appeal bonds in bond amounts up to
the amount payable under this insurance;

litigation costs taxed against the insured;

interest on a judgment as required by law until the company offers the amount due
under this insurance;

expenses the company incurs.

Duties of Employer

The insured employer is responsible for any payment in excess of the benefits regularly
provided by the workers compensation law including those required because:

*

*

%*

*

of the insured's serious and willful misconduct;
the insured knowingly employs an employes in violation of law;
the insured fails to comply with a health or safety law or regulation; or

the insured discharges, coerces or otherwise discriminates against any employee m
violation of the Workers Compensation law.

The following are duties of employers as required by Alaska's insurance code:

*

No contract may be awarded by the state or a home rule or other political subdivision
of the state unless the person to whom the contract is to be awarded has submitted to
the contracting agency proof of current coverage by workers compensation insurance or
proof of a current certificate of self-insurance from the board. The person to whom the
contract is awarded must keep his workers compensation insurance policy in effect
during the life of the contract with the state or political subdivision. If the state or the
political subdivision of the state fails to obtain proof of coverage or self-insurance and
an employee of the contractor is injured during the term of the contract, the state or
political subdivision is liable for workers compensation to the employee if the employee
is unable to recover from the employer because of the employer's lack of financial
assets. The state or political subdivision is not liable, however, to the employee for
workers compensation if the employee can recover from the employer

When a contracting agency of the state or a political subdivision receives notice that the
workers compensation insurance policy of an employer to whom the agency has

- awarded a contract has been cancelled due to nonpayment of a premium, without being

replaced by a comparable policy, the agency may either terminate the contract with the
employer or continue the premium payments on his/her behalf in order to keep the
policy in force during the life of the agency’s contract. If the agency chooses to keep
the policy in force, it may deduct its payments from the contract price or bring an
action against the employer to recover the amount of the payments. When the
contracting agency receives notice that the board has revoked a certificate of self-
insurance held by a person to”whom a contract has been awarded, the agency may
terminate the contract. This subsection does not limit the causes of action or remedies

.which the state or political subdivision may have against the employer.

The liability of an employer for medical treatment is not affected by the fact that

. his/her employee was injured through the fault or negligence of a third party not in the
same employ. The employer has, however, a cause of action against the third party to



recover any amounts paid by the employer for the medical treatment.

The liability of an employer is exclusive and in place of all other liability of the
employer and any fellow employee to the employee, his/her legal representative,
husband or wife, parents, dependents, next of kin, and anyone otherwise entitled to
recover damages from the employer or fellow employee at law or in admiralty on
account of the injury or death. However, if an employer fails to secure payment of
compensation as required by law, an injured employee or his/her legal representative in
case death results from the injury may elect to claim compensation or to maintain an
action against the employer at law or in admiralty for damages on account of the injury
g;f death. In that action, the defendant employer may not plead the "three common law

enses."”

Employer's Notice of Insurance

You and each of you are hereby notified that the undersigned is insured in the
............... Insurance ‘Company, whose address is ............... and that the period
covered by the insurance ............... in accordance with the terms, conditions and
provisions to pay compensation to employees of the undersigned for injuries received as
provided in the act of the State of Alaska, known as the "Alaska Workers
Compensation Act.”

An employer must keep a record in respect of any injury to an employee. Th record
must contain the information of disease, other disability, or death in respect to an
injury which the board requires, and must be available to inspection by the board or by
a state authority at the times and under the conditions which the board prescribes by
regulation. :

Within ten (10) days from the date the employer has knowledge of a disease or
infection, alleged by the employee or on his/her behalf to have risen out of and in the
course of the employment, the employer must send to the board a report setting out:

the name, address, and business of the employer;
the name, address, and occupation of the employee;
the cause and nature of the alleged injury or death;

the year, month, day, and hour when and the particular locality where the alleged
injury or death occurred; and SN e

the other information which the board may require.

An employer who fails or refuses to send a report required of him/her or who fails or

refuses to send the report within the time required must, if so required by the board,

pay the employee or his/her legal representative or ‘other person entitled to

compensation by reason of the employee's injury or death an additional award equal to
20% of the amounts which were unpaid when due. The award must be against either the
employer or his/her insurance carrier, or both. -~ _ :

An employer who fails to insure or fails to obtain a certificate of self-insurance from

the board, upon conviction, is punishable by a fine of not more than $1,000, or by

imprisonment for not more than one year, or both. If an employer is a corporation, all

persons who, at the time of the injury or death, had authority to insure said corporation

or apply for a certificate of self-insurance, and the person actively in charge of the

business of such corporation may be subject to the penalties and may be personally,

jointly, and severally liable together with the corporation for the payment. of all
compensation or other benefits for which the corporation is liable if said corporation at
such time is not insured or qualified as a self-insurer. L R

In an action by an employee against an employer for personal injury sustained arising

out of and in the course of the employment where the employer has failed to insure or
to provide security, it is presumed that the injury to the employee was the first result




growing out of the negligence of the employer and that the employer's negligence was
the proximate cause of the injury. The burden of proof rests upon the employer to rebus
this presumption of negligence. : '

If an employer fails to insure or provide security as required, the board may issue a
stop order prohibiting' the use of employee labor by the employer until the employer
insures or provides security. If an employer fails to comply with a stop order, the board
may assess a civil penalty of 31,000 per day. The employer may not obtain a public
contract with the state or a political subdivision of the state for three (3) years
following the violation of the stop order. :

An employer must give evidence of compliance within ten (10) days after the
termination of his/her insurance by expiration or cancellation. These requirements do
not apply to an employer who has certification from the board of his/her financial
ability to pay compensation directly without insurance.

The employer must furnish medical, surgical, and other attendance or treatment, nurse
and hospital service, medicine, crutches, and apparatus for the period which the nature
of the injuzlor the process of recovery requires, not exceeding two (2) years from and
after the date of injury to the employee. However, if the condition requiring the
treatment, apparatus, or medicine is a latent one, the two-year period runs from the
time the emplc:{ee has knowledge of the nature of his/her disability and its relationship
to his/her employment and after-disablement. If continued treatment or care or both
geytcl)]nd the two-year period is indicated, the injured employese has the right of review

y the board.

If at any time during the period the employee unreasonably refuses to submit to medical
or surgical treatment, the board may by order suspend the payment of further
compensation while the refusal continues. No compensation may be paid at any time
during the period of suspension, unless the circumstances justified the refusal.

Interference by a person with the selection by an injured employee of an authorized
physician to treat him/her, or the improper influencing or attempt by a person to
influence a medical opinion of a physician who has treated or examined an injured
employee is a misdemeanor. :

. General Provisions

The following statements apply to Workers Compensation Insurance in Alaska:

*® -
- (10) days. S | | Rk IO

“An employee's notice of an accident to his/her employer constitutes notice to the
insurance company. ~* - _ ' 5 ' : :

- employees physically handicapped from a prior work-related accident.

Employers must report work-related accidents resulting in injury or death within ten

An ac;mpk)yt:r must report all° work-related accidents of employeés'.upon. threat of a
Benefits are paid directly to the employee, not employer.

Employers must post a notice in a "common area” frequented by employees that they

- (the employers) provide workers compensation insurance and/or are required to do so

by state law. This rule is intended to inform workers of their rights as well as facilitate
the accident reporting process between employee and employer, employer and insurer.

Second Injury Fund has been established in' Alaska to encourage the hiring of

Compensation may not be allowed for an injury: ;

. proximately caused by the employee's willful intent to injure or kill any person;

proximately caused by intoxication of the injured employee or proximately caused by



the employee being under the influence of drugs unless the drugs were taken as
prescribed by the employee's physician. '

An individual who is enrolled for credit at a public high school in a course which
combines academic instruction with work experience outside the school for a public or

private nonprofit employer is an employes of the state while he/she is performing the
work experience.

An executive officer elected or appointed by a corporation, other than an official of a
municipal corporation or a charitable, religious, educational, or other nonprofit
corporation, is an employee of the corporation. However, an executive officer of a
corporation may waive coverage, subject to the approval of the Commissioner of
Labor.

A special police officer is considered an employes only when he/she is actually
traveling or working as a special officer.

A member of a state board or commission is considered an employee only while he/she
is actually traveling or working as a member of the board or commission.

For the purposes of workers compensation, any injury, disability or death incurred by a
fireman by reason of his/her proceeding to or engaging in a fire suppression or rescue
operation, or the protection or preservation of life or property, anywhere in the state is
considered to have risen out of and been sustained in the course of employment. The
fire department or regularly organized volunteer fire department of his/her primary
employment or registration is considered to be the employer, except when the injured,
at the time of injury or death, is acting for compensation from another.

A resident of Alaska temporarily engaged in a civil defense or disaster relief function in
another state or country is considered an employee of the state.

An agreement by an employee to pay a portion of the premium paid by his/her
employer to a carrier or to contribute to a benefit fund or department maintained by the
employer for the purpose of providing compensation or medical services and supplies is
not valid. An employer who makes a deduction for this purpose from the pay of an
employee entitled to workers compensation benefits is guilty of a misdemeanor. Upon
conviction, this employer is punishable by a fine of not more than $1,000.

An agreement by an employee to waive his/her right to compensation is not valid. E

A person who willfully makes a false or misleading statement or representation for the
purpose of obtaining or denying a benefit or payment is guilty of theft by deception and
is punishable as provided by law. .

An employer required to secure the payment of compensation who fails to do so is
guilty of: o . ' ‘ :

a class B felony if the amount involved exceeds $25,000; or .

a class C felony if the amount involved is $25,000 or less.

If the employer is a corporation, its president, secretary, and treasurer are also
severally liable to the fine or imprisonment imposed for the failure of the corporation to
secure the payment of compensation.

A person is guilty of a misdemeanor, and.upon conviction is punishable for each
offense by a fine of not more than $1,000, or by imprisonment for not more than one
(1) year, or by both, if he/she: : _ ‘

receives a fee, other consideration, or a gratuity on account of services rendered in
respect to a claim, unless the consideration or gratuity is approved by the board or the
court; or

makes it a business to solicit employment for a lawyer or for himself/herself in respect
to a claim or award for compensation.
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J. Part Two - Employers Liability Insurance

Under Part One - Workers Compensation Insurance, the policy provides statutory medical,
lost wages and death benefits. Under Part Two - Employers Liability Insurance, the policy
pays for damages resulting from B.I. claims initiated by employees.

Under Part One, payments are made regardless of fault. Under Part Two, negligence must
be established in order for payment to be made.

It is important to remember that this coverage protects the insured employer from
negligence suits brought by employees because of work-related injuries. It is very specialized
in its scope.

K. How Coverage Applies

Employers Liability Insurance applies to bodily injury by accident or bodily injury by
disease. Bodily injury includes resulting death. Remember: :

* The bodily injury must arisc out of and in the course of the insured employee's
employment.

*  The employment must be necessary or incidental to the insured's work in a state or
territory listed in the Information Page.

*  Bodily injury by accident must occur during the policy period.
y P )%

* Bodily injury by disease must be caused or aggravated by the conditions of
employment. The employee's last day of last exposure to the conditions causing or
aggravating such bodily injury by disease must occur during the policy period.

* If the insured is sued, the original suit and any related legal actions for damages for
bodily injury by accident or by disease must be brought in the United States of
America, its territories or possessions, or Canada.

L. Part Two - Exclusions

As with any liability coverage, there are exclusions inserted to define coverage. Employers
Liability coverage does not apply to: - :

*  liability assumed under a contract; | . .
*  punitive or exemplary damages because of bodily injury to an employee employed in
violation of law; - e T

*  bodily injury to an employee while employed in violation of law with the insured's
actual knowledge;

* any obligation imposed by a workers compensation, occupational disease,
unemployment compensation, or disability benefits law, or any similar law;

*  bodily injury intentionally caused or aggravated by the insured;

* bodily injury occurring outside the United States of America, its territ<_>1:ie3> or
possessions, and Canada. This exclusion does not apply to bodily injury to a citizen or
resident of the United States of America or Canada who is temporarily outside these
countries; ’

*  damages arising out of the discharge of, coercion of, or discrimination against any
employee in violation of law. : _

Employers Liability Insurance is written with separate limits of liability for:
*  B.I per accident; '

* B.IL by disease - policy limit;

*  B.IL by disease - per employee.



Obviously, the first limit applies to work-related bodily injury sustained by an employee in
an accident.

When a disease is involved, there is a policy limit and an employee limit that applies to
each occurrence.

M. Part Three - Other States Insurance

Part Three - Other States Insurance covers the insured employer for his responsibilities
mandated by the workers compensation law of a state(s) orher than those listed on the
Information Page. It covers workers compensation situations arising in states where the insured
employer had nor foreseen activity.

In summary, if the insured employer had foreseen involvement in a given state at the
inception of the policy, he should have listed this state on the Information Page.

This protection is important for employers with expanding interstate operations.

N. Part Four - Your Duties if Injury Occurs

If an injury occurs to a covered employee, the employer must notify the insurance company
immediately.

In addition, the insured employer must agree to the following duties:

* provide for immediate rnedxcal and other services required by the workers
compensation law;

*  give the company or its agent the names and addresses of the injured persons and of
witnesses, and other information it may need;

- *  promptly give the company all notices, demands and legal papers related to the injury,
claim, proceeding or suit;
* cooperate with the company and assist it as it may request, in the investigation,
settlement or defense of any claim, proceeding or suit;

* do nothing after an injury occurs that would interfere with the company's right to
recover from others; :

* do not voluntarily make payments assume obligations or incur expenses, except at
your own cost. . :

O.  Workplace Safety

Workplace safery is a major objective of workers compensation insurance and is
accomplished by: :

* the availability of safery engmeenng programs provided by insurers for msured
employess;

*  the application of monetary incensives (premium discounts) for the implementation of
recommended safety programs by insureds granted by the D1v151on of Workers
‘Compensation, Department of Labor. :

Safe workplaces benefit everyone: insurer, insured and especially covered workers.

Finally, in order for a business to. self-insure in Alaska for its workers compensation
obligation, it must obtain a certificate of authority from the Department of Labor.

P. Workers Compensation Law

As prev1ously noted, because employee well—bemv is so integral to the economic well—bemg
of the country, each state has its own workers compensahon laws today, social legislation
designed to provide guidelines for medical care, cash beneﬁts and rehabilitation services for
workers sustaining work-related injuries.



In addition to the state workers compensation legislation, there are a number of federal laws
governing work-related injuries of certain groups of employees:

*  the Federal Employees Compensation Act (F.E.C.A.);
*  the Longshore and Harbor Workers Compensation Act;
*  the Federal Employers Liability Act (F.E.L.A.);

*  Jones Act.

The Federal Employees Compensation Act (F.E.C.A.) governs the work-related
compensation cases of all civilian employees of the United States government. All private
employment in the District of Columbia and employment outside the United States by
contractors at U.S. military bases are also covered by this act.

The Longshore and Harbor Workers Compensation Act governs the work-related
compensation cases of all U.S. maritime employees and certain other employees
(longshoremen, harbor workers, ship builders, etc.). It does not cover masters and members of
the crew of a vessel (refer to the Jones Act). It's a compulsory law administered by the
Department of Labor. An employer's liability under the Longshore and Harbor Workers
Compensation Act may be covered under the standard Workers Compensation and Employees
Liability policy by attachment of an endorsement of the same name that provides the coverage
required by the Act.

The Federal Employers Liability Act (also known as F.E.L.A.) govemns the work-related
compensation cases of inrerstate railroad workers. This act requires interstate (not intrastate
workers: railroad employees who work in one state) railroad workers to demonstrate that
employer's negligence contributed to their injures.

Finally, the Jones Act (Merchant Marine Act of 1920) govemns the work-related
compensation cases of masters and members of crews of vessels (shippers and sailors). This
law does not apply to U.S. employees operating sailing vessels. Liability under admiralty law
for the operation of vessels, marine diving, dredging, oyster boating, salvage operations,
marine wrecking and other boat-related activiies may be covered under a Workers
Compensation and Employers Liability policy endorsed with a Maritime Coverage form. This
endorsement modifies the insurance provided under the Employers Liability section of the
policy to address bodily injuries to masters or members of the crews of vessels.

Q.  Workers Compensation Assigned Risk Pool of Alaska

(1)  Purpose

The Workers Compensation Assigned Risk Pool of Alaska was created to prbvide workers
compensation insurance to individual employers unable to obtain same in the voluntary market.

(2)  Eligibility

All Alaska employers who can provide evidence of rejection of coverage from the voltmtary
market are eligible to be insured under this plan. The reason for rejection of coverage cannot
be: ,

*  non-payment of premium;
non-compliance with basic safety regulations.

(3)  Application Procedures/Binding Requirements

An employer who has been rejected for workers compensation insuréncé may apply to the
Alaska Assigned Risk Pool for coverage under the Assigned Risk Pool.

If this employer complies with all health, safety and welfare rules governing his/her line of
business, he/she will be assigned to an insurer in the pool which will issue a policy to the



employer. All workers compensation insurers doing_ business in Alaska must belong to the
Assigned Risk Pool and write insurance in the pool in direct proportion to the amount they
write in the voluntary market as compared with all other insurers writing this business in this
state.

- Alaska's Workers Compensation Assigned Risk Pool may surcharge an insured up to 25%
of the regular premium.

(4)  Workers Compensation Board

The Alaska Workers Compensation Board consists of a nurnb:r of panels representing
specific geographic areas of these state. Each panel must include the Commissioner of Labor,
a representative of industry and a representative of labor. The latter two members of a panel
are appointed by the governor.

A workers compensation claim may be heard by only one pam:l

6)] Executive Officers Waiver

~ An "executive officer” is an executive elected or appointed and empowered in accordance

with the bylaws of a corporation and considered an employee of that corporation. This
definition does not include officials of municipal corporations or charitable, religious,
educational or non-profit orgamzanons

Executive officers of corporauons may waive workers compensauon coverage, sub_]ect to
the approval of the Commissioner of Labor.
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1. DEFINITIONS
The following definitions are found in Alaska Insurance regulations:
*  property insurance;
casualty insurance;
surety insurance;
marine, wet marine and transportation;
surplus lines insurance;
business/commercial insurance;
nonpayment of premium; '
personal auto insurance;
personal insurance;
*  renewal..

* %X X % ® * *

A. Property Insurance

""Property insurance” is insurance on real or personal property of every kind and for every
insurable interest, whether on land, water or in the air, against:

*  loss or damage from any and all hazard or cause; .
*  consequential loss other than noncontractual legal hab:hty
Title insurance is nor included within the definition of property insurance.

B. Casualty Insurance
"Casualty insurance” includes:

malpractice insurance; and
~ other miscellaneous types of insurance.

*  vehicle insurance (including automobile insurance and a,trcraft msurance)
*  liability insurance;

*  workers compensation and employers liability insurance;

* Dburglary and theft;

*  credit insurance;

*

*

C.  Surety Insurance - -
"Surety insurance" includes:
* . fidelity insurance; '
*  surety bonds;
*  crime insurance.
D. Marine, Wet Marine and Transportation Insurance
The Nanon-Wide Marine Definition describes the kinds of risks that may be wntte.n under

‘marine, inland marine, or tran3portanon insurance as follows: -

*  imports;
* exports;
*  domestic shipments;



*  bridges, tunnels, and other instrumentalities of transportation and communication;
* personal property floater risks;
~ * commercial property floater risks.

An import is property that "has not become mcorporated and nuxed with the general mass
of property in the United States." This property retains its import status until:

* sold and delivered by the importer;

* removed from storage and placed on sale by the importer;

*  delivered for manufacture, process or other use.

Exports are property "designated or prepared for export unless diverted for domestic trade.”

Domestic shipments are property on consignment, for sale, in transit or in the custody of
anyone other than the owner. If in the custody of the owner, this Property would be thc
rightful subject of some other form of property insurance.

As a result, property located at the manufacturer's plant and/or premises owned, leased or
operated by the owner or buyer is not covered as a domestic shipment.

The Nation-Wide Definition of bridges, tunnels and other instrumentalities of transportation
and communication includes: _

bridges, tunnels and similar mstrumenta.l.mes;
piers, wharfs, docks, slips, etc.;

pipelines;

power transmission, t:lephonc and telegraph Imes,
radio and television communication equipment;
outdoor cranes and similar equipment.

Of course, buildings, their improvements and bettormems furniture, fixed contents and
supplies are not included under this category Such property nghtfully is the subject of fire
insurance and similar contracts.

A floater is coverage on property that moves or "floats" from one Iocatzon to another
Floaters can be personal or commercial. .

RS
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E. Surplus Lines Insurance

- "Surplus lines i insurance” means any insurance in this state of risks resu!ent looatcd or to be
performed in this state, permitted to be placed through a suzplus hnes broker wirh a_
nonadmmed insurer ehg1b1e to accept insurance, otherthan :

' reinsurance; R 'f""
. wet marine and tran5portanon insurance; O
insurance mdependenﬂy procured N
life insurance; . :
disability insurance and annulty contracts

~ "Surplus lines broker" means a person licensed to place msurance of nsks remdent lomtod
or to be performed in this state with eligible surplus lines insurers.” - “ . .

X % X X %

P

F.  Business’Commercial Insurance =~ - P o e

*Business insurance” provides coverage to commerc:al endavors as opposed ﬁo porSOnal
insurance needs. Examples of business insurance covered in tlus uextbook are: _

- Commercial Building/Personal Property form;






POLICY TERMS AND PROVISIONS

The following terms and concepts are significant in general, but particularly at the time of loss
settlement: _ )
- o accident;

* occurrence;

¢ deductible;

¢ indemnity;

¢ replacement cost;

e actual cash value;

e limits of liability;

¢ coinsurance;

* extensions of coverage;

* additional coverage;

* pair and set clause.

Accident v. Occurrence

Property and casualty contracts are usually written in one of two ways:
* accident-basis;
* occurrence-basis.

An accident is a sudden, unexpected, unforeseen event resulting in financial loss. Examples:
Woman falls on cracked sidewalk. Car A hits car B. Lightning strikes a house causing a fire.

An occurrence is a sudden, unexpected, unforeseen event resulting in financial loss (an accident)
including repeated and continuous exposure to conditions. . ' :

Examples: Industrial waste gradually pollutes a river. Exhaust from trucks idling at a trucking
company each morning destroys a nearby garden. An insured worker gradually becomes ill due to
repeatedly handling asbestos on the job. '

When reviewing the facts of a loss, one must consider whether the insurance policy involved
is written on either an accident or an occurrence basis. Also, one must remember that the definition
of occurrence includes the definition of accident. As a result, the term “occurrence” is more com-
prehensive than the term “accident.”

Deductibles

~ Property contracts usually contain a deductible clause whereby the company agrees to pay a
claim after it exceeds a given amount (flat deductible) or percentage amount (percentage deductible).

Deductibles are encouraged by the company to preclude the submission of minor dollar claims
that cost an inordinate amount of money to process. 3 K -

For example, most automobile collision coverages are written with a deductible to prevent the
insured from submitting bills for every little parking lot seratch. Such claims would require an enor-
mous staff to process and require other administrative expenses which would make the cost of colli-
sion insurance prohibitive. '
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PROPERTY AND CASUALTY LICENSING BASICS

If an insured incurs a $250 loss under a given policy and carries a $200 deductible, the insured
would be eligible to recover $50 for the loss. Deductibles usually apply to each loss; however, cer-
tain types of policies (accident and health insurance) provide annual deductibles.

Indemnity

Property insurance contracts are called contracts of indemnity: their purpose is to reimburse
an insured for a covered loss, thereby restoring the insured to the financial position which he/she
enjoyed prior to the loss. To indemnify means to compensate or reimburse.

Because property insurance contracts are based on the principle of indemnity, insureds are not
supposed to profit from their insurance. As a result, it is contrary to the principle of indemnity for
an insured to collect twice for the same loss. In this way, the insured would be making a profit
and, thereby, be put in a better position than he/she enjoyed prior to the loss.

RC v. ACV

Property claims usually are settled in one of two ways:
e replacement cost (RC);
e actual cash value (ACV). .

Replacement cost (RC) is defined as the amount of money it would cost to replace a damaged
or destroyed item with one of like kind and quality.

In contrast, actual cash value (ACV) is defined as replacement cost minus depreciation.

If a couch were destroyed in a covered loss and settlement were to be made on an ACV basis,
the adjustor would determine how much that couch would cost in today’s market then deduct an
amount that would reflect depreciation. If this same loss were to be settled on a replacement cost
basis, no deduction would be made for depreciation. :

Buildings insured under property contracts usually are insured on a replacement cost basis to
reflect the fact that they increase in value over time (in most cases). In contrast, most contents
of these buildings are written on an ACV basis because coverage on an RC basis is very expensive
usually. '

Limit of Liability

The limit of liability of a particular policy governs settlement. An insurance company’s limit
of liability on a policy is the maximum amount that insurer will pay under that policy for any one loss.

As we shall see in our study of property and casualty contracts, the company’s limit of liability
toward the insured is governed by the particular contract in question.

For example, the Homeowners Policies apply specific “limits of liability” or dollar figures to
reimbursement for certain types of property such as guns or stamps. Why? To provide the lowest
possible premium, the insurer bases coverage on the amounts of this type of property (guns, stamps,
etc.) that the “ordinary” person carries. If greater amounts of coverage are needed, they can be
obtained for additional premium.

In most cases, the insurance company will never pay more than the face amount of the contract:
the amount of coverage listed in the Declarations of the insurance contract. ‘ '

Coinsurance

A coinsurance clause is found in most property policies requiring the insured to carry a speci-
fied amount (described as a percentage) of the value of the insured property.

18



INSURANCE TERMS

If the coinsurance clause is satisfied, partial losses will be paid in full. If the coinsurance clause
is not satisfied, partial losses will be subject to payment through the following formula:

Amount of Insurance Carried
Amount of Insurance Required X Loss = Settlement

For example, assume the following:

Value of Building $100,000
Coinsurance % 80%
Loss $60,000
Amount of Insurance $80,000

In this case, the amount of insirance carried is the same as the amount required so these $80,000
amounts eancel each other out. As a result, the $60,000 loss would be paid in full.

When dealing with these property settlements, the amount paid can never exceed:
e the limits of the insurance policy; '

e the actual amount of the loss; -

* the dollar amount determined by the coinsurance formula.

Extensions of Coverage/Additional Coverages

If the insured satisfied the coinsurance clause applicable to a given property policy, he/she
often may elect to provide a certain amount of his/her coverage to property not normally covered
by the policy as Extensions of Coverage.

For example, if 80% or higher coinsurance applies, the insured may apply up to $5,000 of the
Building and Business Personal Property coverage to insured property off-premises, subject to cer-
tain guidelines.

Additional Coverages are just that: coverages provided under a property policy that are “in
addition” to the main coverages. A
. For example, under the Building and Personal Property Coverage form, “debris removal” is
provided as an additional coverage. As a result, payment of expenses for removal of debris after
a covered loss will be made to the insured (subject to policy limits). o "

As their names suggest, coverage extensions “extend” existing coverages to apply to new situ-

ations; “additional coverages” are provided in addition to the existing coverages. These fine des-
tinctions will become clearer as we discuss the various property contracts.

Pair and Set Clause B

Finally, a pair and set clause appears in many property policies describing how a claim should
be handled when one item of a pair or set is damaged, lost or destroyed. Specifically, loss to one
item of a pair or set does not constitute loss to the entire pair or set. .

For example, loss to one gold earring will not entitle the insured to reimbursement for the pair
of gold earrings. The insured will be reimbursed only for the resulting decrease in value.
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POLICY PROVISIONS

Some of the more important general provisions found in insurance policies include:
e appraisal;

e other insurance;

e assignment;

e subrogation;

e arbitration;

e cancellation/nonrenewal;

¢ vacancy/unoccupancy;

e right of salvage;

e abandonment.

Appraisal

If the insured and insurer cannot agree on a settlement amount in a property loss, each is re-
quired to obtain an independent appraisal and share in the cost of an umpire to settle the dispute.

" The decision of the umpire is final and binding.

Pro Rata Liability

If more than one insurance pohcy is written on a piece of property, each policy must pay 1ts
proportionate share of the loss in keeping with the prmcxple of indemnity. The formula for other
msurance (pro rata liability) is: :

Company Amount
Total Amount X Loss = Amount a Company Will Pay

For example, a property valued at $100,000 and insured under two similar policies
(Policy A — $60,000; Policy B — $40,000) would receive the following settlements in the event of
a $30,000 loss: -

Policy A = $60,000
$100,000 X  $30,000

$40,000 _. |
$100.000 X  $30,000

$18,000

Policy B

$12,000

TOTAL SETTLEMENT: $30,000

Assignment

Assignment of rights and coverages is not permissible under property contracts without the
consent of the company. If an insured sells his house to another, he cannot transfer his homeown-
er’s coverage to the new owner automatically. The company must approve the transfer.

The assignment clause is inserted into most property contracts to reflect the fact that individu-
al owners as well as individual properties are being insured: the same property in the hands of dlfferent
individuals would provide different exposures for the company. :
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Subrogation
Subrogation is a process by which the insurance company, after paying its insured for a loss,
assumes that insured’s rights to recovery against a responsible third party.

For example, if an insurer paid its insured for rear end auto damage caused by a responsible
third party, the insurer could then subrogate against or attempt to recover monies from the party
who hit the insured in the rear.

- In addition, subrogation reinforces the idea that an insured cannot collect twice for the same
loss: once, from his company; a second time, from the responsible party.

Arbitration
Arbitration is a process by which insurance companies usually settle their differences when one
company subrogates against another.

For example, Jones hits Smith in the rear in an auto accident. Smith, wanting his car repaired
quickly, goes to his own insurance and receives settlement under his collision coverage. Smith’s
company would then subrogate against Jones’ company for recovery. If Jones’ company refused
to settle this subrogation claim voluntarily, Smith’s company would take Jones’ company to arbitration.

The decision at arbitration is final and binding.

Cancellation/Nonrenewal

Each property and casualty policy details the reasons for which the insurer can cancel the poli-
cy. These reasons must be in compliance with individual state laws.

In contrast, insureds can cancel their policies for any reason at any time.

If the insurance company cancels a policy, any unearned premium will be returned on a pro
rata basis (no deduction made for service fees, etc.). As a result, if a six-month policy were cancelled
after five months, the insured would be entitled to 1/6th of the policy premium (if paid).

In contrast, if the insured cancelled the policy, unearned premium would be returned on a short
rate basis (with deduction made for servicing the policy, etec.).

Nonrenewal occurs when the insurer decides not to renew coverage \#ith a given insured. By
definition, it occurs at the end of a policy period.

Vacancy/_ Unoccupancy

Property contracts are very concerned with covering buildings that are left vacant or unoccupied.

“Vacancy” refers to a building which is unfurnished and not being used as a dwelling or for
business. : -

“Unoccupied” refers to a bﬁildmg which is furnished, but not being used as a dwelling or for
business.

When reviewing the individual property contracts treated in the next section, be aware how
each treats vacancy and unoccupancy. '

Right of Salvage/Abandonment

If the insurance company pays its insured in full to replace a given item of property, the com-
pany thereby retains the right of salvage to that property. In this way, the insurance company can
reduce its losses in the matter by selling the salvage to a salvage dealer.
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Of course, the decision to reimburse the insured for a given piece of property and then sell the
property as salvage is the insurance company’s decision alone. The insured cannot abandon (give)
the property to the insurance company and demand total reimbursement. The insurance company,
by contract, has the right to settle the loss by payment or repair or outright replacement of the
property involved.
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LIABILITY BASICS

Preview
Four Elements of Negligence:
* Duty;
¢ Failure to live up to duty;

e Injury;

e Proximate cause.

Common General Liability Exposures:

* Premises;

¢ QOperations;

¢ Products;

¢ Completed Operations;
¢ Contracts;

¢ Contingent Liability;
* Personal Injury;
"o Advertising Injury.




LIABILITY BASICS

Negligence

The law imposes a duty on everyone to act in a manner that will preserve the harmony of socie-
ty. Care must be taken not to injure another person or that person’s property. What kind of care?
The care that a “reasonable and prudent man” would exercise in a given situation.

What is a “reasonable and prudent man”? Good question. Basically, the reasonable and prudent
man concept is an offspring of common law: He is different things to different people in different
situations in different parts of the country.

When there is no definite statute to guide us and there is a question concerning the possible
negligent behavior of an individual, that person is compared to the reasonable and prudent man
vardstick or a particular jury’s concept of it.

There is no concrete definition of what a reasonable and prudent man is nor shouid there be
one: Society and its standards are constantly changing. If a jury feels an individual did not act in
a reasonable and prudent manner in a particular situation, it will declare this individual negligent.

Negligence can be seen as an unreasonable or imprudent act. it might be a thoughtless or care-
less act or one committed out of ignorance. It may even be a non-act or omission, but it is never
an intentional act. Such acts, known as intentional torts (legal wrongs), are not the subject of
negligence.

Finally, before an act can be declared negligent, there must be four elements present simul-
taneously: ’

» the existence of a duty to act in a certain way;

e a failure to live up to this duty;

e an actual injury must occur;

e the failure in duty must be the proximate cause of the injury.

Duty

When you drive a car around town, you have a duty to operate the vehicle in a safe, reasonable
manner and abide by all traffic regulations. When you own a home, you have a duty to maintain
it and its walkways to accommodate safe, public traffic. If you own a business, you have a duty
to provide safe quarters for your customers and employees alike.

A duty is an obligation one owes to society which is reinforced, explicitly or implicitly, by law.
Duties or obligations are connected to the roles we assume. They “come with the territory.”

For example, you think y‘ou’re a pretty good cook and want to make a living as a restaurateur.
Opening night, ten people develop gastritis from your famous stew. ”Coincidence,” you say. “Negli-
gence,” the jury will say. Why? There are four elements of negligence present.

Failure

As a restaurateur, you have a responsibility to your customers to serve them food that is not
only palatable, but safe for human consumption. Obviously, your stew wouldn’t measure up to what
a reasonable and prudent man would have prepared under similar conditions.

And, as a restaurateur, you have a duty to your customers to provide them with a safe place
to eat. Falling ceilings, cracked floors, and broken furniture would not be a part of the ambience
maintained by a reasonable and prudent man.
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You had duties as a restaurateur to provide food that is “safe” in an atmosphere that is “safe”
and you failed. You're two for two with the elements of negligence.

Injury
Now you're three for three. The stew should have been safe for human consumption, but it wasn't.

Why? Ten cases of gastritis don’t lie.

As the owner of the restaurant, it was your duty to cook or to supervise the cooking to ensure
that it was safe. Injuries occurred as a result of the consumption of this food. Therefore, you failed
in your duty.

Proximate Cause

“Proximate cause” has been defined as an act, through an uninterrupted chain of events, that
can be determined to be the immediate or actual cause of a loss.

In the restaurant example, your failure in duty to provide “safe food” was the proximate cause
of injury (gastritis) to ten patrons. It wasn’t their subsequent visit to the theatre at which they
all consumed one glass of wine. It wasn’t the rainy night air. It was your food that made them sick.

Damages

Before concluding our discussion of negligence, we must treat the end result of a successful negli-
gence suit: the awarding of damages.

Mr. A, a depositor of the Last National Bank, was on his way into the bank to deposit some
money when he fell on the sidewalk in front of the bank on a deposit of another sort: nails. Appar-
ently, the nails were dropped by the construction crew that was being employed to renovate the
facade of the bank. Mr. A fell and broke his arm.

If you were in a position to award Mr. A damages, what would you do? First thing, you would
probably ask for a definition of the word “damages” as it is used in negligence cases. Simply stated,
damages are a sum of money awarded to a person injured by the tort of another.

Awards may be compensatory or punitive, depending on whether they are awarded as the measure
of the actual loss suffered or as punishment for an act that society wishes to deter.

Compensatory damages are awarded on the basis of two considerations:
e special damages;
e general damages.

Special damages are the actual, out-of-pocket bills incurred by an individual as a result of
an accident. In Mr. A’s case, special damages, or “specials” as they are known in legal par-
lance, are:

¢ medical bills — $2,500
* prescriptions, sling — 100
* new pants — 40

TOTAL: $2,640

Again, these bills were incurred as a proximate cause of the accident. They reimbursed Mr.
A for his “out of pocket” expenses as a result of this accident.

General damages are awarded to compensate an individual for the non-monetary losses or in-
conveniences that resulted from an accident. Mr. A’s fall not only resulted in a broken arm and
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a torn pair of pants. It also made it impossible for him to engage in softball which is his favorite
recreation. It made it difficult for him to shave, brush his teeth, and a few et ceteras. Mr. A needs
compensation for these inconveniences if justice is to be served.

Punitive damages may be charged against a plaintiff who has committed an outrageous act in
the eyes of the law and needs to be punished. The amount of the fine is commensurate with the
outrageous nature of the act. Cases involving strict or absolute liability (e.g. use of explosives; training
wild animals) often involve punitive damages. Generally, punitive damages are awarded only if com-
pensatory or actual damages have been sustained.

In Mr. A’s case, compensatory damages would be awarded because he sustained an injury as
the result of another’s tort. If the presence of the nails in this case resulted from a practice of this
construction company’s workers throwing bent nails over their shoulders, the court might decide
to award Mr. A punitive damages. Why? To punish the construction company employees for their
behavior and to deter future acts of this sort.

COMMON LIABILITY EXPOSURES

As different as one business is from another, all businesses have certain common commercial
liability exposures such as:

® premises;

¢ operations;

¢ products;

* completed operations;
¢ contracts; ‘
¢ contingent liability;

* personal injury;

¢ advertising injury.

We shall review each of these exposures in detail before discussing the insurance coverages
which are designed to address them.

Premises

The most basic exposure of any individual engaging in business involves the business premises.
Owners or tenants of buildmgs may be held hable for damages to people injured or property damag'ed
while on “the premises.’

Customers. Salesmen. Postal workers. Repairmen. There is no end to the possible combinations
of people and their reasons for entering upon a given piece of property. The specifics of accidents
vary, but one fact remains constant: the owner(s) and occupant(s) of the property are held responsi-
ble for its condition. And even this statement must be qualified.

The landlord (owner of real property) — tenant (occupier) relatlonahlp varies as much by j Juns
diction as it does by contract. Like any other contract, a lease agreement is subject to a “mutuality
of agreement” between the parties concerned: There is no such thing as a standard lease. As a re-
sult, any discussion of negligence in connection with the “occupancy, mamtenance, or use” of a giv-
en piece of real property must begin with an examination of the lease.

Most lease agreements outline the transfer of property from owner to tenant for a gwen time
period. In general, the landlord is under no obligation to: .
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AUTOMOBILE INSURANCE

P.A.P. LIABILITY
and MEDICAL PAYMENTS

Preview

Personal Auto Policy (P.A.P,) — designed to address the various
risks associated with the personal use of an auto.

P.A.P. Covered Autos:

* private passenger auto, pickup or van shown in
eclarations; '

e covered auto acquired during policy periodi
¢ any trailer the insured owns;
¢ temporary substitutes.

Part A — Liability:
e BI and PD Liability;

¢ Supplementary Payments including cost of
legal defense;

* Excludes loss caused by: |
— workers’ compensation claims;
— use of vehicle as a livery;

— the automobile business;
— intentional acts.

Part B — Medical F‘ajments covers:

¢ the named insured and family as passengers
and pedestrians;

* other passengers of the insured auto.
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AUTOMOBILE INSURANCE
LIABILITY and MEDICAL PAYMENTS

Introduction

Along with general liability and workers’ compensation, automobile liability is one of the three
major divisions of liability insurance. It addresses the third party claims for bodily injury and prop-
erty damage arising out of the insured’s negligent operation of an automobile.

Just as the Homeowners Program packages the property coverages of Section I with the liabili-
ty coverages of Section II, there are a number of automobile policies — both personal and commer-
cial — which package property and casualty coverages together for the complete protection of the
insured’s “‘auto exposure.” _ _

First, we shall explore the Personal Auto Policy (P.A.P.) and its coverages in detail to provide
the reader with a basic understanding of auto insurance. Then, we shall review briefly the various
personal and commercial auto coverages available.

Personal Auto Policy (PAP)

Just as the Homeowners Program underwent revisions in recent years by the Insurance Serv-
ices Office (ISO) to provide a more readable and understandable policy, personal auto insurance
has evolved from the Family Auto Policy and Special Package Auto Policy to the more readable
Personal Auto Policy (P.A.P.). '

The P.A.P. is divided into seven separate sections as follows:
¢ Definitions;

¢ Part A — Liability coverage;

¢ Part B — Medical Payments coverage;

* Part C — Uninsured Motorist coverage;

e Part D — Coverage for Damage to Your Auto;

e Part E — Duties after an Accident or Loss;

e Part FF — General Provisions.

_Let’s discuss these sections in detail, but first, we should note ‘ftﬁe ‘market” for aP.AP.

P.A.P. Market

In general, four-wheel motor vehicles which are owned or leased (for a minimum period of six
consecutive months) by an individual or married couple and their families for personal use can be
covered qnder the P.A.P. : : _-

As a result, just about any i)rivate passenger auto, pickup or van is éligilile'for coverage under
the P.A.P. although certain vehicles and certain vehicle use are specifically excluded from coverage
under the underwriting program of individual companies. _ o

Finally, the P.A.P. is designed for one’s personal auto exposure, not commercial use.

With this background, let’s proceed into the definitions section.
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PROPERTY AND CASUALTY LICENSING BASICS

Definitions

The definitions section of the P.A.P. clearly defines the “who” and “what” of coverage.

The insured for contractual purposes — referred to as “you’” and “your” throughout the policy
— is considered to be:

¢ the insured named in the Declarations;
* his/her spouse.
Each coverage part defines the term “insured” for its own purposes.

A “family member” means a person related to the insured by blood, marriage or adoption who
is a resident of the insured’s household, including a ward or foster child.

The “covered auto” includes:

® any private passenger auto, pickup or van shown in the Declarations;
¢ any covered vehicle acquired during the policy period;

* any “trailer” the insured owns;

* any auto or “trailer” the named insured does not own while used as a temporary substitute
for any other vehicle described in this definition which is out of normal use because of its:

— breakdown;

— repair;

— servicing;

— loss; or

— destruction.
A “trailer” means a vehicle designed to be pulled by:
* a private passenger auto; ”
e pickup or van.

It can also mean a farm wagon or farm 1mp1ement towed by a private passenger ‘auto, pickup
or van.

Part A — Liability Coverage

The P.A.P. liability coverage provides payment for B.I. and P.D. damages resulting from the
insured’s use of an automobile.

Under Part A, the company promises to sett.le or defend claims brought ag'mnst the msured
involving the insured’s use of an auto. In addition to the limit of habihty written for a parncu]ar
policy, the company agrees to pay for all defense costs. ..

The P.A.P. is written on a single limit basis, one amount representmg the aggregate limit for
all claims arising from any one accident. As a result., a P.A.P. written for $100,000 would provide
that total amount for all B.I. and P.D. claims arising out of one accident regnrdless of the number of

¢ insureds;
e claims made;
* vehicles involved.
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AUTOMOBILE INSURANCE

In contrast, some auto policies are written on a spht limit basis for liability coverage such as
15/30/5. In this case, $15,000 is available as a maximum in any one accident for any one person; $30,000
as a maximum for all persons in any one accident; and $5,000 as a maximum for all property damaged

in any one accident. Fw ELMH' a,mh)
o0/
Part A — Insureds /f /25

The following individuals are considered to be insureds under the liability coverage of the P.A.P.:

the insured (“you”) or any “family member” for the ownership, maintenance or use of any
auto or “trailer”;

any person using “your covered auto” with permission;

any organization with respect to legal responsibility for acts or omissions of a person for whom
coverage is afforded under this part.

First of all, the named insured or any family member (as previously defined) is covered for the
ownership, maintenance or use of any auto or trailer. As a result, the insured’s P.A.P. comes to
the insured’s liability protection in numerous instances.

Next, you can loan your car to many individuals with the confidence that your lability insur-
ance extends to cover them while they are driving as well as covers you for this contingent hablhty

exposure. If this driver were performing a task for or representing an organization, this organiza-
tion would be covered as well.

For example, while acting as a volunteer coach for your town basketball league, you might be
involved in an auto accident while driving your players home. In this event, the P.A.P. liability
coverage would apply to your liability exposure as a driver and owner of the vehicle as well as any
liability that may be held against the basketball league in this situation.

If you loaned your car to an assistant coach to take the players home, your P.A.P. liability coverage
would apply to your liability exposure as owner of the auto, the ass1stant coach’s exposure as a
driver and the league’s exposure in this situation.

Supplementary Payments

In addition to the limit of liability provided under Part A, the following supplementary pay-
ments are available:

Up to $250 for the cost of bail bonds required because of an aceident. The accident must re-
sult in “bodily injury” or “property damage” covered under this policy.

Premiums on appeal bonds and bonds to release attachments in any suit the company defends.
Interest accruing after a judgment is entered in any suit the company defends.

Up to $50 a day for loss of earmngs but not other income, because of attendance at hearings
or trials.

Other reasonable expenses incurred at the company’s request.
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Exclusions

The P.A.P. liability coverage does not apply to a person:

who intentionally causes “bodily injury” or “property damage”;

for damage to property owned or being transported by that person;

for damage to property:

— rented to;

— used by; or

— in the care of; _

that person. This exclusions does not apply to damage to a residence or private garage.

for “bodily injury” to an employee of that person during the course of employment. This
exclusion does not apply to “bodily injury” to a domestic employee unless workers’ compen-
sation benefits are required or available for that domestic employee.

for that person’s liability arising out of the ownership or operation of a vehicle while it is

being used to carry persons or property for a fee. This exclusion does not apply to a share-
the-expense car pool.

while employed or otherwise engaged in the “business” of:
— selling;

— repairing;

— servicing;

— storing; or

— parking. vehicles designed for use manﬂy on public hlghways
This includes road testing and delivery.

This exclusion does not apply to the ownership, maintenance or use of a “covered auto”

by:

— the named insured;
— any “family member”’; or
— any partner, agent or employee of the named msured or any “family member.”

maintaining or using any vehicle while that person is employed or otherwise engaged in any
“business” (other than farming or ranching). This exclusion does not apply to the maintenance

*or use of a:

— private passenger auto; .

— pickup or van that the named insured owns; or

— trailer used with one of these vehicles.

using a vehicle without a reasonable belief that that person is entitled to do so.
for * bodﬂy mJury or “property damage” for which that person:

— is an insured under a nuclear energy liability policy; or '

— would be an insured under a nuclear energy liability policy but for its temunatlon upon
exhaustion of its limit of liability.

214



AUTOMOBILE INSURANCE

A nuclear energy liability policy is a policy issued by any of the following or their successors:
¢ American Nuclear Insurers;

* Mutual Atomic Energy Liability Underwriters; or

* Nuclear Insurance Association of Canada.

~ Inlike manner, liability for the ownership, maintenance and use of the following vehicles is spe-
cifically excluded:

e any motorized vehicle having fewer than four wheels;

* any vehicle, other than “the covered auto,” which is:
— owned by the named insured; or
— furnished or available for the named insured’s regular use.

e any vehicle, other than “your covered auto,” which is:

— owned by any “family member;” or
— furnished or available for the regular use of any “family member.”

However, this exclusion does not apply to your maintenance or use of any vehicle which is:
— owned by a “family member;” or -
— furnished or available for the regular use of a “family member.”

Out of State Coverage

If the insured becomes involved in an auto accident out of state and the state involved requires
higher liability limits than the insured maintains, the P.A.P. will provide the higher specified limit
for this accident.

Similarly, some states require non-residents to maintain certain insurance limits whenever they
operate an auto in that state. The P.A.P. will provide at least these reqmred minimum amounts
in response. o

Part B — Medical Payments

Under Part B, the company agrees to pay for “reasonable expenses incurred for necessary medical
and funeral services because of bodily injury’:

* caused by accident; and

¢ sustained by an “insured.”

“Insured” is defined as:

¢ the named insured or family member while occupying a motor vehicle deeugned for use main-
ly on public roads or a trailer of any type;

¢ the named insured or family member hit by an auto while a pedestrian;
¢ any other person while occupying the insured covered auto.

Unlike the medical payments coverage of the Homeowners Program, automobile medical pay-
ments is specifically designed to cover medical expenses incurred by the insured. The time limit
for incurring medical expenses is usually three years with newer policies. ~

Finally, medical expenses coverage responds on a per person, per accident basm regardless of
the number of: _

. lnsureda
* claims made;
o vyehicles involved.
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Any amounts payable under medical payments coverage will be reduced by any amounts paya-
ble under Liability (Part A) or Uninsured Motorist (Part C) coverage.

Exclusions

Medical Payments coverage does not apply to any persons for bodily injury:

sustained while “occupying any motorized vehicle having fewer than four wheels;

sustained while “occupying” “your covered auto” when it is being used to carry persons or
property for a fee. This exclusions does not apply to a share-the-expense car pool;

sustained while “occupying” any vehicle located for use as a residence or premises;

occurring during the course of employment if workers’ compensation benefits are required
or available for the “bodily injury”;

sustained while “occupying,” or when struck by, any vehicle (other than “your covered auto”)
which is:

— owned by you; or
— furnished or available for your regular use.

sustained while “occupying,” or when struck by, any vehicle (ot.her than “your covered auto”)
which is:

— owned by any ‘My member;” or

— furnished or available for the regular use of any “family member.” However, this exclu-
sion does not apply to the named insured.

sustained while "occupymg" a vehicle wlthout a reasonable belief that that person is enti-
tled to do so.

sustained while “occupying” a vehicle when it is being used in the “busmess” of an “insured.”
This exclusion does not apply to “bodily injury” sustained while “occupylng’ a:

— private passenger auto;

— pickup or van that you own; or

— “trailer” used with a vehicle described above.
caused by or as a consequence of:

— discharge of a nuclear weapon (even if accidental);
— war (declared or undeclared);

— civil war;

— insurrection; or

— rebellion or revolution.

from or as a consequence of the following, whether controlled or uncontrolled or however
caused: :

- nuclear reaction;

- r'adlatmn, or

— radioactive conta.mmat:cn
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P.A.P. UNINSURED MOTORIST
and PHYSICAL DAMAGE

Preview

Part C — Uninsured Motorist (U.M.) Coverage — protects the
insured and occupants of the insured vehicle against B.I. result-
ing from an auto accident with:

¢ uninsured motorists;
* “insureds” carrying less than financial responsibility
amount; - g

e hit and run drivers.

Part D — Coverage for Damage to Your Auto: -
* Collision — collision and upset; |
e Comprehensive — other than collision, such as:
— fire;
— theft;
— vandalism;
— animals;

— glass breakage.
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UNINSURED MOTORIST and PHYSICAL DAMAGE

Part C — Uninsured Motorist Coverage

Under Part C, the Uninsured Motorist (U.M.) Coverage agrees to pay “damages which an in-
sured is legally entitled to recover from the owner or operator of an uninsured motor vehicle be-

cause of bodily injury sustained in an auto accident.” What does this mean? Consider the following
accident.

You're driving north on Main Street when a car traveling west on Broad Street runs a red light,
hits you broadside, pushes you into a parked car and takes off. This “hit and run” driver, as we
shall see, falls within the definition of uninsured motorist. As such, you as the insured under a P.AP.
could collect from your company under Part C damages for bodily injury that you would be entitled
to receive from the “hit and run” driver if he had insurance.

As always, the definitions of coverage (in this case, “insured” and “uninsured” motor vehicle)
play a key role.

Insured

An “insured” under Uninsured Motorists coverage includes:

the named insured or any “family member” while occupying a motor vehicle or struck as
a pedestrian;

any other person occupying the covered auto;

any person for damages that person is entitled to recover because of “bodily injury” to which
this coverage applies sustained by a person described above (such as a spouse or parent of
an individual killed in an accident).

Uninsured Motor Vehicle

“Uninsured motor vehicle” means a land motor vehicle or trailer of any type:

to which no bodily injury liability bond or policy applies at the time of the accident;

to which a bodily injury liability bond or policy applies at the time of the accident, less than
the minimum limit for bodily injury liability specified by the financial responstbility law
of the state in which your covered auto is principally garaged;

which is a “hit and run” vehicle whose operator or owner cannot be identified;

‘to which a bodily injury lability bond or policy applies at the time of the accident, but the
bonding or insuring company: L

— denies coverage; or

— is or becomes insolvent. -

However, “uninsured motor vehicle” does not include any vehicle or equipment:

owned by or furnished or available for the regular use of you or any “family member’’;

219



PROPERTY AND CASUALTY LICENSING BASICS

* owned or operated by a selfinsurer under any applicable motor vehicle law;
* owned by any governmental unit or agency; '

® operated on rails or crawler treads;

* designed mainly for use off public roads while not on public roads

¢ while located for use as a residence or premises.

Exclusions

Having defined who an insured is and what an uninsured motor vehicle is, U.M. coverage describes
those situations which are excluded from coverage:

¢ while occupying, or when struck by, any motor vehicle owned by the named insured or any

family member which is riot insured for this coverage under this policy. This includes a trail-
er of any type used with that vehicle;

* if that person or the legal representative settles the “bodily injury” elaim without the com-
pany’s consent;

e while occupying your covered auto when it is being used to carry persons or property for
a fee. This exclusion does not apply to a share-t.he-e*cpense car pool;

* using a vehicle without a reasonable belief that that person is entitled to do so.

This coverage will not apply directly or indirectly to benefit any insurer or self-insurer under
any of the following or similar laws:

~ » workers’ compensation law; or
* disability benefits law.

Arbitration

As noted, U.M. coverage enables the named insured, resident family members and passengers
in a covered auto to collect from the insured’s policy sums another driver would be legally liable

to pay for B.I. As a result, under U.M. coverage, the insurer and insured assume an adversarial
relationship of sorts.

The insured submits a claim under U.M. coverage as if he were a third party claimant seeking
reimbursement for medical expenses and other out-of-pocket specials such as lost wages as well
as compensation for “pain and suffering.” Since this latter amount is very subjective, U.M. cover-
age anticipates certain differences of opinion between insurer and insured and addresses this con-
tingency by inserting an arbitration clause.” -

Specifically, if the insurer and insured do 7ot agree on whether or not a U.M. claun is covered
or, if covered, for how much, either party may demand arbitration.

The arbitration process under U.M. is similar to that of the property contracts:
® " each party (insurer and insured) seeks an arbitrator to represgnt 'them;
* the two arbitrators select a third; ’

e if the two arbitrators cannot agree on the thn'd arbltrator, a Judge of a loml court will make
the decision.

A decision of two of the three arbitrators is binding.
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Underinsured Motorist Coverage

Underinsured Motorist Coverage, available by endorsement under the P.A.P., covers the in-
sured when involved in a collision with a driver who has insurance, but the limit of this insurance
is insufficient to pay for the insured’s damage. '

- As with U.M. coverage, Underinsured Motorist coverage enables the insured to collect from
the insured’s own policy sums another driver is legally liable to pay for B.I. Under U.M., by defini-
tion, the responsible driver has no insurance and, as a result, the insured’s policy must respond
for the total amount. Under Underinsured Motorist coverage, by definition, the responsible driver
has insufficient insurance to address the insured‘s claim and, as a result, the insured’s policy must
respond for the difference between the insured’s damages and the responsible party’s liability limits.

For example, assume the insured’s B.I. claim resulting from an auto accident is worth $60,000
and the responsible party carries only $15,000 in coverage. If the insured carried $60,000 or more
in Underinsured Motorist coverage, he would receive $15,000 from the responsible party and $45,000
from his Underinsured Motorist coverage. If he carried less than $60,000 in Underinsured Motorist
coverage (say $50,000), he would receive the difference between this limit and the $15,000 of the
responsible party ($35,000 in this case).

It is extremely important that the insured carry sufficient U.M. coverage to address this eriti-
cal need.

Part D — Coverage for Damage to Your Auto

Part D — Coverage for Damage to Your Auto (formerly known as Physical Damage coverage)
is divided into two separate coverages which apply to the insured’s auto:

¢ collision; '

e comprehensive.

“Collision” means the upset of a covered auto or its impact with another vehicle or object. Ex-
amples of collision include: - .

* the insured, traveling at a high speed around a sharp curve, turns over;
* the insured loses control of his car and crashes into a pole;
* the insured, stopped at a light, gets hit in the rear.

Obviously, collision coverage addresses collisions; comprehensive coverage addresses property
damage losses to the insured vehicle involving losses “other than collisions” which include losses
caused by: : : -

* missiles or falling objects; SR
o fire; o
¢ theft or larceny;
e explosion or earthquake;
¢ windstorm;
¢ hail, water or flood;
e malicious mischief or vandalism;
- @ riot or civil commotion; |
e contact with bird or animal; or
* breakage of glass.
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- If breakage of glass is caused by a “collision,” the insured may elect to consider it a collision loss.

Under Part D, the company agrees to pay for “direct and accidental loss to the insured’s co-
vered auto or any non- owned auto,” including their equipment, minus any applicable deductible.
Non-owned autos are covered on an excess basis.

“Non-owned auto” means any private passenger auto, pickup, van or “trailer’” not owned by
or furnished or available for the regular use of the insured or any family member while in the custo-
dy of or being operated by the insured or any family member.

However, “non-owned auto” does not include any vehicle used as a temporary substitute for
a vehicle the insured owns which is out of normal use because of its:

* breakdown;
® repair;

* servicing;
e loss; or

e destruction.

Transportation Expenses

In addition, the insurer will pay up to $10 per day, to a maximum of $300, for transportation
expenses incurred by the insured. This applies only in the event of the total theft of your covered
auto. The insurer will pay only transportation expenses incurred during the period:

* beginning 48 hours after the theft; and
¢ ending when your covered auto is returned to use or we pay for its loss.

Exclusions

Under Part D — Coverage for Damage to Your Auto, the insurer will not pay for:

¢ loss to the “‘covered auto” which occurs while it is used to carry persons or property for a
fee. This exclusion does not apply to a share-the-expense car pool; '

* damage due and confined to:
— wear and tear;
— freezing;
— mechanical or electrical breakdown or failure; or

'— road damage to tires. This exclusion does not apply if the damage results from the total
theft of your covered auto.

® loss due to or as a consequence of:
— radioactive contamination;
— discharge of any nuclear weapon (even if accidental);
— war (declared or undeclared);
— civil war;
* — insurrection; or
— rebellion or revolution.
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loss to equipment designed for the reproduction of sound. This exclusion does not apply if
the equipment is permanently installed;

loss to tapes, records or other devices for use with equipment designed for the reproduction
of sound;

loss to a camper body or “trailer” you own which is not shown in the Declarations. This ex-
clusion does not apply to a camper body or trailer you:

— acquire during the policy period; and
- — ask us to insure within 30 days after you become the owner.

loss to any ‘“non-owned” auto or any vehicle used as a temporary substitute for a vehicle
the insured owns, when used by the insured or any family member without a reasonable be-
lief that the insured or that family member are entitled to do so;

loss to:
TV antennas;
— awnings or cabanas; or
— equipment designed to create additional living facilities.
loss to any of the following or their accessories:
citizens band radio;
two-way mobile radio;
telephone; or
— scanning monitor receiver. _
This exclusion_HOes not apply if the equipment is permanently installed.
loss to any custom furnishings or equipment in or upon any pickup or van. Custom furnish-

ings or equipment include but are not limited to:

— special carpeting and insulation, fumitui‘e, bars, or televisioﬁ receivers;
— facilities for cooking and sleeping; :

— height-extending roofs; or

— custom murals, paintings or other decals or graphics. )

loss to equipment designed or used for the detection or location of radar;

loss to any non-owned auto being maintained or used by any person while employed or other-
wise engaged in the “business” of:

selling;
repairing;
servicing;

— storing; or -

— parking vehicles design'ed for use on public highways. This includes road testing and
delivery.
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Limit of Liability

The company’s limit of liability for a collision or comprehensive loss will be the lesser of the:
e actual cash value of the stolen or damaged property; or

e amount necessary to repair or replace the property.

However, the most the company will pay for the loss to any non-owned trailer is $500.

An adjustment for depreciation and physical condition will be made in determining actual cash
value at the time of loss.

A person seeking coverage for Damage to Your Auto must also:

» take reasonable steps after loss to protect your covered auto and its equipment from further
loss;

e promptly notify the police if your coverd auto is stolen;
 permit the company to inspect and appraise the damaged property before its repair or disposal.

General Provisions

Policy Period and Territory
This policy applies only to accidents and losses which occur:
e during the policy period as shown in the Declarations; and
e within the policy territory.
The policy territory is:
e the United States of America, its territories or possessions;
e Puerto Rico; or

~* Canada.

This policy also applies to loss to, or accidents involving, your covered auto while being trans-
ported between their ports.

Cancellation
This policy may be cancelled during the policy period as follows:
- the named insured shown in the Declarations may cancel by:
— returning this policy to the company; or
— giving the company advance written notice of the date cancellation is to take effect.

e the company may cancel by mailing to the named insured shown in the Declaratlons at the
address shown in this policy:

— at least 10 days notice:
— if cancellation is for nonpayment of premium; or

— if notice is mailed during the first 60 days this policy is in effect and this is not arenew-
al or continuation policy; or

— at least 20 days notice in all other cases.
» after this policy is in effect for 60 days, or if this is a renewal or contmuatlon policy, the com-
pany will cancel only:
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for nonpayment of premium; or

if named insured’s driver’s license or that of:

any driver who lives with him; or

any driver who customarily uses his covered auto
is suspended or revoked.

Nonrenewal

If the company decides not to renew or continue this policy, it will mail notice to the named
insured shown in the Declarations at the address shown in this policy. Notice will be mailed at least
20 days before the end of the policy period.

~ If the policy period is other than 1 year, the company will have the right not to renew or con-
tinue it only at each anniversary of its original effective date. '

Note: cancellation and nonrenewal requirements are subject to state approval.

Subrogation

If the company makes a payment under the P.A.P. and the person receiving payment has a

right of action against another party, the company will assume that right and proceed against the
other party. ' .

For example, consider the situation in which an insured is hit in the rear while stopped at a
light. This accident was the fault of the “other driver.” If the insured collected under his collision
coverage for the damage, the insurance company would then assume the insured’s right of recov-
ery against the responsible party and subrogate. :

Through the subrogation process, the company would attempt to recover all the monies it paid
its insured as well as any deductible the insured might have covered. Deductibles are returned to
insureds to make them whole. ;

Conclusion

The P.A.P. is the latest in a long line of package policies designed to cover the various risks
associated with the personal use of an automobile. S

It protects insureds against the liability they may incur for injuring others or damaging their
property (B.I. and P.D. liability) due to the use of the insured car. :

It covers insureds for medical bills they may sustain (Medical Payments) due to auto accidents.

It protects insures against B.I. losses caused by uninsured (U.M. coverage) or underinsured
(Underinsured Motorist coverage). ' '

~ And it protects insureds against loss sustained to their automobiles due to contact or upset with
another vehicle on the road itself (Collision) and loss due to other means (Comprehensive).

Commercial Auto Insurance
Just as the P.A.P. is designed to address an insured’s personal automobile risk exposures, there
are a number of commerecial policies available to address the commercial automobile risk exposures.

Commercial automobiles and vehicles registered in the names of businesses can be written un-
der one of several forms: '

e Business Auto Policy;
o Truckers Policy;
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e Garage Policy;
e Comprehensive Auto Liability Policy.

Business Auto Policy

The Business Auto Policy provides selected liability and physical damage coverages for busi-
ness risks under an easy-to-read contract. The policy is divided into five sections:

e SectionI — Covered Autos;

Section II — Liability coverage;

Section III — Physical Damage coverage;
Section IV — Conditions;
Section V. — Definitions.

The Business Auto Policy coverage only applies to covered autos as defined in Section I (by
nine symbols or types of autos) and listed in the policy Declarations. The Business Auto Policy may
insure all types of trucks, semi- trailers, commercial vehicles used on public roadways in addition
to private passenger autos.

As a result, a Business Auto Policy may be used to insure a construction company that owns
cement mixers, tractor-trailers used to transport heavy equipment, pickup trucks, vans and pri-
vate passenger autos used by management and labor.

Truckers Policy

A “trucker” is defined as any person or organization engaged in the business of transporting
property by auto for hire. The Truckers Policy is geared to meet the specialized needs of persons
and organizations involved in the trucking industry as witnessed by the “‘extra” section to its form:

e Section] — Covered Autos;

e Section II — Liability coverage;

e Section III — Trailer Interchange coverage;
e Section IV — Physical Damage coverage;

e Section V — Conditions;

e Section VI — Definitions.

As can be seen, the Truckers Policy provides the same coverages as the Business Auto Policy,
but adds a “trailer interchange” coverage.

“Trailer interchange” coverage provides coverage for an insured trucker when required to reim-.
‘burse another trucker for damage to the other’s owned trailer while in the insured’s possession.

For example, many truckers are “owner-operators” who own their own tractors and offer their
services to haul non- owned trailers full of goods from one place to another. While these non-owned
trailers are in the insured trucker’s possession, these truckers will be covered for other resultant
liability under the Trailer Interchange coverage. '

Garage Policy
The Garage Policy is designed to address the specialized needs of two classes of risk:
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* automobiles dealers;

* automobile service organizations, such as service stations, storage garages and public park-
ing places. :

This policy is divided into six sections, the unique one being the third:
e SectionI — Covered Autos;

* Section II — Liability coverage;

* Section III — Garagekeepers coverage;

* Section IV — Physical Damage coverage;

e Section V — Conditions;

e Section VI — Definitions.

Under Section II — Liability coverage, property damage to autos in the insured’s care, custody
and control is excluded. Under Section III — Garagekeepers coverage, it specifically is covered.
Section II is designed to cover the insured’s liability for the use of owned cars or cars in the in-
sured’s possession, but not damage to the latter. Section III covers that exposure.

For example, Joe’s Gas Station is insured under a Garage Policy. When returning from a tow
call, Joe accidentally hits a car receiving gas at one of his pumps with the rear of the car that he
was towing. Section II — Liability coverage would address the damage to the car receiving gas
and any injuries sustained by any of its occupants. Section III — Garagekeepers coverage would
address the damage to the car being towed because it is in the insured’s care, custody and control.

Comprehensive Auto Liability Policy

The Comprehensive Auto Liability Policy provides auto liability insurance for businesses on
a broad basis.

The insured is covered for occurrences arising out of the ownership, maintenance or use of au-
tomobiles, either owned, hired or non-owned.

Any commercial or manufacturing enterprise in whose name a number of vehicles are regis-
tered and in whose interest other vehicles are used is a prospect for Comprehensive Automobile
Liability insurance.
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THE HOMEOWNERS PROGRAM

Introduction

Prior to World War 11, property insurers and casualty insurers were separate entities. If an
individual wanted a property policy, such as dwelling coverage, he went to a property insurer. If
he wanted a casualty policy, such as personal liability coverage, he went to a casualty insurer. At
best, much time was wasted. At worst, many individuals went uninsured or inadequately insured.
Fortunately, today, the emphasis is toward multiline insurers and multiline contracts.

The Homeowners Program was one of the original products of the concept of “multilining” or
“packaging” policies to afford more comprehensive coverage than would be available under sepa-
rate, individual policies. Basically, the Homeowners Program provides the property coverages avail-
able under the Dwelling Property Program with theft insurance and personal liability coverage under
one contract. Why is this “packaging’’ of contracts so important?

Package policies offer a single contract with a single expiration date and common policy condi-
tions that provide more comprehensive protection than could be obtained by purchasing a number
of contracts from different agents and/or insurers. The savings in processing alone is significant
and it is passed on to the consumer.

If the Homeowners Program offers such comprehensive coverage, then why would anyone pur-
chase a Dwelling Property policy? Some possible reasons include:

e price (the Dwelling Program might offer a cheaper buy);

* need (a particular individual might not need the comprehensive coverage offered under the
Homeowners Program);

e eligibility (more often than not, an individual would purchase a Dwelling Property Policy be-
cause he is not eligible for the Homeowners Program).

Eligibility

The following types of personal residences/occupancies and/or their contents are. ehglble for cover-
age under the Homeowners Program:

* QOwner-occupants of residential dwellings which do not contain more than two families nor
more than two boarders or roomers per family are eligible for the dwelling and contents cover-

age provided by the Homeowner forms HO-1, HO-2, HO-3, HO-5 and HO-8 (or any modlfica-
tion of these forms).

® Tenants in nonowned (by them) buildings used primarily for residential purposes are elig{-
ble for contents coverage under the HO-4 (apartment dwellers coverage).

* Quner-occupants of condominiums are eligible for coverage for their interest in the condomini-
um as well as contents under the HO-6.

The majority of Homeowenrs Policies are sold to owner occupants of one-family homes who have
an obvious insurable interest in their residential premises and contents; however, the following in-
dividuals are eligible for dwelling and contents coverage under the Homeowners Program due to
their insurable interests:

¢ individuals who purchase homes under mstallrnent contracts thh thelr bullders and occupy
the homes as they pay off the loan;

e individuals who occupy dwellings under a life estate arrangement and maintain Dwellmg Cover-
age in an amount at least equal to 80% of the dwelling’s replacement cost;

* individuals who own homes under the course of construction;

* a co-owner of a two-family house which has clearly delineated halves;
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* joint-owners of a dwelling who are non-occupants;

¢ owners of seasonal dwellings who are insured under a Homeowners Policy for their primary
dwelling.

Overview

The Homeowners Program has been modified steadily in recent times to provide consumers
with more readable policies that address the changing needs of society. Beginning in 1976, then
agam in 1982 and 1984, the Insurance Service Office (ISO) modified its policy offerings as much
in response to the courts as consumers. As a result, there are some differences among the various
forms. Since different states use different versions of the Homeowners forms, we shall provide a

general, conceptual treatment of the Homeowners Program in this textbook in keeping with its aca-
demic purpose.

In general, the Homeowners Program consists of six different forms, each providing six basic
coverages.

The six Homeowners forms are:
e HO-1* Basic;

e HO-2 Broad;

e HO-3 Special;

e HOA4 Tenant Broad;

e HO-5* Comprehensive;
e HO-6 Condominium.
“*Note:

e HO-1: This form has been discontinuéd in many states and replaced with an HO-8
which will be discussed.

e HO-5: This form has been eliminated in newer programs. The coverage it provided
' is now obtained through the use of an HO-3 and a special endorsement.

The HO-1, HO-2, HO-3 and HO-5 (as well as HO-8) were designed to address the personal insur-
ance exposures resulting from the onwer-occupancy of residential dwellings and the resultant use
of personal property. As a result, each of these forms provides coverage for the following property
and/or losses:

Section I Coverages

¢ Coverage A — Dwelling;

¢ Coverage B — Other Structures;

e Coverage C — Personal Property;

e Coverage D — Loss of Use.

Section II Coverages

* Coverage E — Personal Liability;

e Coverage F — Medical Payments to Others.

From a glance, you will note that the Section I Coverages sound familiarly close to the Dwelhng
Property Coverages and, as we shall soon see, they are. Section II Coverages “package” two im-
portant casualty coverages with the four property coverages to address the personal liability ex-
posures of a home owner. These Section II Coverages, along with the added protection of theft
coverage, make the Homeowners Program much more comprehensive in scope than the Dwelling
Property Program.
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The HO-4 is designed to insure téna.nts in residences which they do not own. As a result, no
M Coverage A (Dwelling) nor Coverage B (Other Structures) is needed nor provided under the HO-4.

Similarly, the HO-6 is designed for the owners of condominiums, structures which are owned
by condominium associations not individuals per se. As a result, no Coverage A nor Coverage B
is provided under the HO-6. An insured condominium owner’s interest in the condominium complex

as a whole as well as other important exposures is addressed in a comprehensive endorsement to
the HO-6.

As with the Dwelling Property Program, the Homeowners forms basically differ in the perils
they provide under Section I coverages. Section II liability coverage is exactly the same under all
forms.

The HO-1 provides coverage for direct physical loss caused by:

o fire;

e lightning;

e E. C. Perils:
windstorm; W)
civil commotion; (&)
smoke; S)
hail; H
aircraft; ' (A)
vehicles; )
explosion; 0]
riot; o (R)

e vandalism and malicious mischief (VMM);
e glass breakage;

e theft;

¢ volcanic eruption.

Theft includes “é.ttempted theft” and “loss of property from a known place when it is likely
that the property has been stolen.” '

The theft peril does not include loss caused by theft:
K corﬁnﬁtted by the insured;
e from a dwelling under construction;
e from a part of the residence rented to other than é_m in§ured; e
o of watercraft, including its furnishiﬁgs, é.Way from the insured premises; .
e of trailers and campers away from the insured premises; . R _
e of property from a residence owned by, rented to or occupied by an insured unless the in-
sured is temporarily living there. """ 7o T e
(..\ The HO-2 provides coverage for direct physical loss caused by: . _
o e the BASIC HO-1 perils, two of which (smoke and vehicle damage) are broadened under the
~ HO-2 as they are under the DP-2; - S -
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e the “Broad Form perils”:

burglar damage; (B)
ice and snow; (D
glass breakage (no dollar limit); (&)
accidental discharge; A)
falling objects; (F)
freezing of pipes; )
electrical damage; E)
collapse (technically, an additional coverage); ©
tearing asunder. M

The HO-3 provides coverage for direct physical loss caused by:
e all risk — dwelling;
e HO-2 Broad perils — contents.

The HO-5 provides coverage for direct physical loss caused by:
e all risk — dwelling;
¢ a]l risk — contents.

In recent years, the HO-5 has fallen out of favor and has been discontinued all together in re-
cent policy modifications. In place of the HO-5, the HO-3 is used along with the Special Personal
Property Coverage endorsement (HO-15) to effect the same all risk coverage.

The HO-4 and HO-6 essentially provide the same Broad Form perils coverage with few excep-
tions. Since the HO-4 is designed for tenants of apartments who are not owner- occupants, the HO-4

provides extensive coverage on the insured’s contents and provides the comprehensive liability cover-
age of Section II.

The HO-6 provides this same Broad Form coverage on the insured’s contents and comprehen-
sive liability coverage of Section I as well as addresses the special needs of condominium owners

by offering comprehensive endorsements to the basic policy. It also provides broader Additions and
Alterations Coverage.

For example, the insured’s exposure to loss as a member of the condoxmmum association can
be insured under the HO-6. *

Finally, the HO-8 is a modification of the HO-1, designed primarily for dwelling owners living
in areas where home market values are far below the replacement cost of the dwelling. As you know,
“market value” is the actual cost of 2 home (“the going rate””) in a given area; usually, the more
prestigious the area, the higher the cost of the home. “Replacement cost” refers to the actual cost
a builder will charge to build a structure on a given piece of land owned by the insured.

The most significant difference between the HO-1 and the HO-8 is that the former is written
on a replacement cost basis; the latter, actual cash value.

Conclusion

As we have seen, the Homeowner Program provides a much more comprehensive group of poli-
cies than offered under the Dwelling Property Program: the former packages a number of individu-

al property and casualty coverages under one pohcy to address just about every risk exposure of
the home owner. .

We shall now review the actual coverages of the Homeowners Program.
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Coverages

Preview

Homeowners Coverages:

Section | — Property
*  Coverage A — Dwelling;
. Coverage B — Other Structures;
e  (Coverage C — Personal Property;

e (Coverage D — Loss of Use.

Section Il — Liability
o Coverage E —_Personal Liability;

*  Coverage F — Medical Payments to Others.
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1 As noted, each of the Homeowners Policies provides coverage for the followmg' property and/or
osses:

Section I- Property
e Coverage A — Dwelling;
- o Coverage B — Other Structures;
e Coverage C — Personal Property;
Coverage D — Loss of Use.

Section II — Liability

e Coverage E — Personal Liability;

e Coverage F — Medical Payments to Others.

Unlike the Dwelling Property Program, the Homeowners coverages are offered on a package
basis for owner-occupants of dwellings employing the HO-1, HO-2, HO-3 or HO-5. In other words,
if the policies are purchased, the insured automatically receives the four property and two liability

coverages. In contrast, under the Dwelling Property Program, the insured could purchase cover-
age on the dwelling only or contents only or both dwelling and contents.

Because of the nature or focus of coverage, the H0-4 and HO-6 do not provide Coverage A -
Dwelling nor Coverage B - Other Structures.

SECTION | — PROPERTY

Coverage A — Dwelling
As with the Dwelling Property forms, the “dwelling’”’ in the Homeowners Program covers:
¢ the dwelling described on the Dec Page;
* structures attached to this dwelling; _
e materials and supplies located on the dwelling used for constructmn, alteration or repair of
the dwelling. .
Coverage B — Other Structures

‘Coverage B applies to structures located on the insured premises which are sei)arated from the
dwelling (the subject of Coverage A) by a clear space or connected only by a fence, utility line or
similar connection. As a result, attached garages are part of t.he structure and covered under Coverage
A.

Structures used for business purposes are not covered nor are those rented to a non-tenant;
however, garages used as private garages are covered even if rented to a non-tenant.

Under Coverage B, 10% of the amount of insurance written under Coverage A is provided for
Coverage Bas an addmo'nal amount of insurance. For example, a Homeowners policy with $100,000
Coverage A would provide $10,000 on Coverage B automatically.

Coverage C — Personal Property

Coverage C — Personal Property provides broader coverage under the Homeowners Progra.m
than under the Dwelling Property Program.

83



PROPERTY AND CASUALTY LICENSING BASICS

Under the Homeowners Program, the full limit of Coverage C (not just 10% as with the Dwell-
ing Program) applies to personal property anywhere in the world.

Under the HO-1, HO-2, HO-3, HO-5 and HO-8, 50% of the amount of insurance written on. Cover-
age A applies to Coverage C. As a result, the dwelling written with a $100,000 Coverage A amount
will automatically have $50,000 or 50% of Coverage A as its Coverage C amount as an additional
amount of insurance.

At the request of the named insured, the following personal property can be covered under the
insured’s Coverage C amount:

* personal property of others while it is located at the insured’s premises;

e personal property of a guest or residence employee at a residence occupied by an insured.

Coverage for personal property usually kept at an insured’s residence other than the residence
premises (such as a summer bungalow) is covered for the larger of $1,000 or 10% of Coverage C.

Personal property moved to a newly acquired principal residence is exempt from this 10% limi-
tation for the first 80 days after the move.

The Homeowners Program excludes certain types of personal property under Coverage C:
e animals, birds and fish;

¢ automobiles and other motorized vehicles (except vehicles pertaining to the service of the
premises);

e any device or instrument for transmitting, recording, receiving or reproducing sound or any
tape or record used with such device while in a motor vehicle;

e aircraft and parts;

e property of roomers/boarders not related to the insured;

e property regularly located in a rental of the insured while away from premises;
¢ business property carried or held as samples for delivery after a sale;

* business property of a business located on the insured premises;

* Dbusiness property while away from the insured premises;

¢ property scheduled elsewhere.

Coverage C provides certain internal limits on categories of property per occurrence, such as:
* money, bank notes, bullion, gold and silver; .

e securities, accounts, deeds, evidences of debt, letters of credit, etc.;

e watercraft, including their trailers, furnishings, ete.;

e trailers not used with watercraft;

* grave markers;

 theft of jewelry, watches, furs, precious and semiprecious stones;

e theft of pewterware, goldware and silverware;

¢ theft of firearms. , .
Specific dollar limits apply to each of these categories of property. These dollar amounts differ
with the edition of the Homeowners Program used. The important things to remember are that

internal limits do exist on certain categories of personal property and these limits can be raised
by endorsement if needed.
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Finally, property scheduled (listed and insured with a specific amount of insurance) under an-
other policy or an endorsement to a given Homeowners Policy will not be covered under Coverage
C of that Homeowners Policy. Insureds cannot be reimbursed twice for the same loss.

Coverage D  Loss of Use

This Homeowners Program coverage combines the reimbursement aspects of two separate Dwell-
ing Property Program coverages:

* additional living expense;
e fair rental value.

If a covered peril renders the insured premises uninhabitable, this coverage will pay either the
additional costs related to living elsewhere o the fair rental value of the insured premises minus
non-continuing expenses.

As with the Dwelling Property Program, payments are made for the shortest time required
to repair or replace the damaged property or until the insured settles into a new residence.

Finally, in order for this coverage to apply, the covered loss must have occurred during the
policy period as might be expected; however, this coverage can continue in effect even if the policy
has expired as long as the necessary repairs, etec. are in process. -

Coverage D limits are written as a percentage of Coverage A under the HO-1, HO-2, HO-3 and
HO-5 and a percentage of Coverage C under the HO-4 and HO-6 as follows:

HO-Form % Amount Of Coverage
HO-1 10% A
HO-2 20% A
HO-3 20% A
Hiadt” < HO4 20% C -
‘HO-5 20% A
cnde  <HOS 40% v

SECTION Il  LIABILITY

Under Section II — Liability portion of the Homeowners Program, the insured is covered for
his responsibility as a home owner to the general public through the following coverages: .

¢ Coverage E — Personal Liability; '
¢ Coverage F — Medical Payments to Others. -

We shall thoroughly review the whole subject of liability under the Cﬁsualty Section of this .text-
book. For now, we shall highlight the Homeowners Program Section II coverages. RS

Coverage E — Personal Liability

Coverage E pays, “on behalf of the insured, all sums which the insured becomes legaliy Bi:oligat-
ed to pay as damages because of bodily injury or property damage, to which insurance applies, caused
by an occurrence.” To understand this coverage in its entirety, we shall review it in its parts.
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“On behalf of the insured”” simply means that liability coverage is “third party coverage” and,
as such, payments under the policy are made directly to “third parties” or individuals who are not
actually one of the parties to the two-party insurance contract. For example, Jones falls on Smith’s
cracked sidewalk. Smith’s Coverage E would address Jones’ injury claim and pay Jones directly
if required.

“All sums which the insured becomes liable to pay as damages” is intended to be vague enough
to encompass specific losses or “specials” of a third party which would include doctors’ bills, hospi-
tal bills, bills for damaged property and other specific amounts of money/damages lost by a third
party in a particular occurrence as well as a dollar amount for “pain and suffering’”’ and “incon-
venience. Of course, insurance policy payments must be governed by policy limits.

“Because of bodily injury or property damage to which insurance applies” is a clause with a
wealth of information.” Bodily injury” refers to bodily harm, sickness and disease, including death.
“Property damage” refers to physical injury to or destruction of tangible property, including loss
of use. “To which insurance applies” means, under this policy, homeowners’ liability exposures.
Under an automobile policy, the exposure would be the auto exposure.

Finally, as previously noted, an “occurrence” is defined as an accident, including injurious ex-
posure to conditions, which result in bodily injury or property damage during the policy.

Coverage E covers insureds for all non-business, legal liability arising out of:

an insured location (the insured premises as well as any location the insured occasionally rents,
such as a hall for a wedding); ‘

personal activities (sports, social, ete.);
* acts of residence employees acting within the scope of their employment.
Coverage E provides two separate coverages:
¢ Bodily Injury (B.1.) Liability;
e Property Damage (P.D.) Liability.

Let’s return to our example of Jones falling on Smith’s cracked sidewalk. If Smith were deemed
negligent or responsible for Jones’ fall by not properly maintaining a safe sidewalk, Smith’s Homeown-
ers Coverage E would pay for Jones’ medical bills, lost wages and “pain and suffering’”’ under the
Bodily Injury (B.1.) Liability coverage. In contrast, Jones’ torn pants and the radio he was carrying
and fell on would be covered under the Property Damage (P.D.) Liability coverage.

In addition to paying for damages which the insured is legally liable, Coverage E will provide
a legal defense at the insurer’s c_ho_ice, “even if the suit is groundless, false or fraudulent.”

In this regard, the insurer may investigage and settle any claim or suit as it deems is appropri-
ate. The insurer’s duty to settle or defend ends when the amount the insurer pays a third party
equals the policy limits. _

Coverage F — Medical Payments to Others

Coverage F has been characterized as a “no-fault” or “good neighbor” coverage in that it pays
third parties for their medical bills regardless of fault or liability. L

Returning to our friends Smith and Jones, we would find Jones being reimbursed for the medi-
cal bills pertaining to the broken ankle sustained on Smith’s premises even if the sidewalk had not
been cracked or negligently maintained. In fact, Jones might have just tripped over his own feet
and fell, breaking his ankle. Nonetheless, Smith’s Coverage F would apply since the accident oc-
curred on Smith’s premises.
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Of course, Coverage F is not limitless. It will pay for:

* medical expenses only, medical and surgical care; x-rays; dental services; ambulance,
hospital and professional services; prosthetic devices; even funeral services — but not lost
wages or ‘“‘pain and suffering,” etc.;

e covered expenses incurred within three years of the date of the accident;

guests and other individuals, but not the insured and regular residents of the household oth-
er than residence employees;

e up to the policy limits for this coverage (usually $1,000).
Coverage F applies to others (not insureds or regular residents) when they are:
¢ on the insured premises with the permission of the insured (either expressed or implied); or
¢ off the insured premises, if the bodily injury was caused by:
— a condition on the insured premises;
— an activity of the insured;
— a residence employee;
— an animal owned by the insured.

Liability and medical payments coverages will be discussed in detail in the casualty section. At
this point, be aware of their roles in the Homeowners Program.

In the newer Homeowners forms, Coverage E is written for a minimum of $100,000; Coverage
F, $1,000.

* * * * *

87



THE HOMEOWNERS PROGRAM

Section | — Detailed

Preview

Additional Coverages:

Debris Removal;

Reasonable Repairs;

Trees, Shrubs and Plants;

Fire Department Service Charge;

Property Removed;

Credit Card Forgery;

Loss Assessment;

Collapse (not under HO-1);

Building Additions and Alterations (HO-4 only).

Exclusions:

Ordinance of Law;
Earth Movement;
Water Damage;
Power Failure;
Neglect;

War;

Nuclear Hazard;
Intentional Loss.

Conditions:

Insurable Interest;
Duties of Insured;
Loss Settlement,;

Pair and Set;

Glass Replacement;
Appraisal;

Other Insurance;

Suit Against Company;
Company Options;
Loss Payment;
Abandonment;
Mortgage Clause;

No Benefit to Bailee;
Nuclear Hazard;
Recovered Property;
Volcanic Eruption Period.
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All Homeowners forms provide additional coverage, coverages provided in addition to the ma-

jor Section I Coverages A through D. Seven additional coverages are common to all of the Homeown-
ers forms:

e debris removal;

¢ reasonable repairs;

e trees, shrubs and other plants;
e fire department service charge;
e property removed;

e credit card forgery;

* loss assessment.

An eighth coverage (collapse) is found on all forms exzcept the HO-1. For our purposes, we have
included coverage for collapse under the “Broad Form perils.” As previously noted, technically,
collapse is an “additional coverage.”

Finally, a ninth additional coverage, building additions and alterations, is provided under the
HO-4 only. This coverage includes fixtures, improvements or installations made or acquired at the
insured’s expense and provides 10% of Coverage C as an additional amount of insurance.

Specific dollar limits apply to many of these additional coverages. These dollar limits differ with
the edition of the Homeowners Policy used. The important things to remember are that internal
limits do exist on certain additional coverages and, usually, these limits can be raised by endorsement.

With this background, let’s briefly review the seven common additional coverages.

Debris Removal
Basically, this additional coverage pays for the reasonable expense to remove debris of insured
property if a covered peril causes loss.

The cost of debris removal is covered under the property limit in question; however, if the prop-
erty limit itself is insufficient to pay for loss to damaged property plus debris removal, an addition-
al 5% of the property limit will be made available for debris removal.

Debris Removal coverage will cover the expense for the removal of a fallen tree from the resi-
dence premises if:

® coverage is not afforded under the additional coverage “Trees, Shrubs and Other Plants (ex-
~ ample, a windstorm knocks over an insured’s tree); '

e the tree is not covered by the insured’s policy, but fell as a result of a peril covered by the
insured’s policy (fire causes an insured’s neighbor’s tree to fall onto the insured’s property).

Reasonable Repairs

The Homeowners Policies will pay for the reasonable repairs made solely to “protect covered
property from further damage if an insured peril causes the loss.”

This coverage does not increase the limit of liability that applies to the property being repaired.

For example, fire might cause damage to a house that would render it uninhabitable for a few
days. Because of this condition, the insurance company might decide that the house should be boarded
shut to discourage vandalism or theft. '
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Trees, Shrubs and Plants

The Homeowners Policies cover trees, shrubs, plants or lawns on the residence premises for
loss caused by the following insured perils:

¢ fire or lightning;

e explosion;

¢ riot or civil commotion;

e aircraft;

e vehicles not owned or operated by a resident of the residence premises;

e vandalism and malicious mischief;

e theft.

Trees, shrubs, plants or lawhs grown for business purposes are not covered.

The limit of liability for this coverage is no more than 5% of the dwelling limit nor more than
$500 for any one tree, shrub or plant.

Fire Department Service Charge
Homeowners Policies will pay up to $500 for the insured’s “liability assumed by contract or agree-
ment for fire department charges” when the fire department is called to fight a covered peril.

If the property is located within the limits of the city, municipality or protection district fur-
nishing the service, no coverage is provided. The fire protection service must be from an “outside”
entity.

No deductible applies to this additional insurance.

Property Removed

Property removed from the insured premises to protect it from an insured peril is coverd up
to 30 days at the new location.

This coverage does not change the limit of liability that applies to the property removed.

Credit Card Forgery

Under this additional coverage entitled Credit Card, Fund Transfer Card, Forgery and Coun-
terfeit Money, the insurance company agrees to pay up to $500 for:

* the legal obligation of an insured for the illegal use of credit cards registered in the insured’s
name;

e loss resulting from the unauthorized use of a fund transfer card reglstered in the insured’s
name;

* loss to an insured resulting from forgery or alteration of a check;

¢ loss to an insured through acceptance in good faith of counterfeit United States or Canadla.n
paper currency.

Use of a credit card orﬁmdt.ransfer card by the followmgwi]l notbeconsldemd for loss coverage:
¢ resident of the insured household; :
e a person entrusted with either card;
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* an insured who has not complied with all terms and conditions under which the cards were
issued.

Losses arising out of the business use of such cards or the dishonesty of the insured are not covered.

All losses resulting from a series of acts committed by any one person is considered to be one
loss and thereby governed by the $500 maximum limit.

No deductible applies to this additional insurance.

Loss Assessment

The Homeowners Policies will pay up to $1,000 for the insured’s share in any loss assessment
charged to the insured during the policy period by a corporation/association of property owners
for a direct insured loss to property owned collectively.

For example, an insured homeowner might live in a development that provides a communal pool
and recreation area. If a peril covered under the insured’s Homeowners Dwelling Coverage A (e.g.,
fire, lightning, etc.) damaged the communal pool, the development association would assess each
homeowner. This coverage would cover up to $1,000 of the insured’s assessment.

Now that we have reviewed the additional coverages provided under Section I, let’s review
the common exclusions.

SECTION 1 EXCLUSIONS

The Homeowners forms specifically exclude direct or indirect loss caused by any of the follow-
ing eight reasons: ; i

® Ordinance of Laﬁr;'
e Earth Movement;
¢ Water Damage;

¢ Power Failure;

* Neglect;

. War;

* Nuclear Hazard;
¢ Intentional Loss.

These first seven exclusions are the same as those described under the Cdmmon Dwelling Prop-
erty exclusions; the eighth, intentional loss, specifically excludes any loss arising out of an act com-
mitted: N . _ :

* by or directed by an insured;
¢ with the intent to cause loss.

SECTION 1 CONDITIONS

There are sixteen Section I . Conditions found in the newer Homeowners forms and we shall
review them briefly as follows:
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Insurable Interest/Limit of Liability;
Insured’s Duties After a Loss;
Loss Settlement;

Loss to a Pair or Set;

Glass Replacement; .'
Appraisal;

Other Insurance;

Suit Against Us;

Our Option;

Loss Payment;

Abandonment of Property;
Mortgage Clause;

No Benefit to Bailee;

Nuclear Hazard;

Recovered Property;

Volcanic Eruption Period.

Insurable Interest/Limit of Liability

No matter how many people have an insurable interest in the covered property, the insurance
company will not be liable in any one loss to the insured for more than:

the amount of the insured’s interest in the property at the time of Ioss,
the applicable limit of liability.

Insured’s Duties After a Loss

In case of a loss to covered property, the insured must:

notify the company or agent;

notify the police in the event of a theft loss;

notify the credit card company or fund transfer in the event of such a loss,
take reasonable steps to: :

— protect the insured property from further damage

— make reasonable and necessary repairs to protect the propert.y'

— keep accurate records of repairs;

gﬁeigare an inventory of damaged personal property (complete with quantity, descnptlon,
ete.);

cooperate with the company. by showmg' the damaged property and pertinent records and
documents as well as answering questions, etc.;

submit a proof of loss within 60 days of the insurer’s request. The “proof of loss” is a com-
prehensive summary of the type of loss, interest of the insured and property involved.
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Loss Settlement

This condition provides a very detailed description of how covered losses should be settled. In
general, it differentiates between settlements for personal and building property as follows:

* Personal property losses are settled on an actual cash value (ACV) basis, not to exceed the
cost of repairing or replacing the property involved.

* Buildings insured under Coverages A and B are settled on a replacement cost basis subject
to an 80% coinsurance requirement (described under the Dwelling Property Program).

Loss to a Pair or Set

In case of a loss to a pair or set (if personal property), the insurance company may elect to:
® ' repair or replace any part to restore the pair or set to its value before the loss;
* pay the difference between the ACV of the property before and after the loss.

Glass Replacement

In the event of damage to glass by a covered peril, it will be replaced with safety glazing materials
when required by law. -

Appraisal

When the insurer and insured cannot agree on the amount of a covered loss, each party will
pick an appraiser within 20 days of receiving a written request from the other. These appraisers,
in turn, have 15 days in which to pick an “umpire.”

If they cannot agree on an umpire, this decision will be made by a judge of the court of record
in the state where the insured premises is located. ) '

A decision agreed to by any two of three will settle the loss.

The insurer and insured will each pay their own appraiser and split the cost of the umpire.

Other Insurance

1If aloss covered under this policy is also covered under another policy, this policy will only pay
its proportion of the total coverage involved.

As a result, if there are two $50,000 policies on a $100,000 dwelling and a $10,000 loss results,
each policy will consider its share to be $5,000 in keeping with the principal of indemnity.
Suit Against Us (The Insurer)

If the insured wants to sue the insurance company for some reason, the insurance company first
demands that: ' : IR -

e all poiicy provisions have been complied with;
* suit is started within one year of the date of loss.
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Our Option

Within 30 days of receipt of the insured’s sworn proof of loss, the insurer may “repair or re-
place any part of the damaged property with like property” if the insurer gives the insured written
notice of this intention.

Loss Payment

Loss is payable to the insured or assigned representative within 60 days of receipt of the in-
sured’s proof of loss.

Abandonment of Property
The insurer is under no obligation to accept any property abandoned by the insured.

Mortgage Clause

This mortgage clause is essentially the same as the one found in the Dwelling Property Program.
It is important to remember that:

* any loss payable under Coverages A and B will be paid to the mortgagee (loaner of money)
and the insured;

e the mortgagee has 60 days to file a proof of loss once notified of its need/right to do so;
* the mortgagee will be notified 10 days before the date of cancellation or nonrenewal.

No Benefit to Bailee
This Homeowners Policy was not designed to benefit a bailee (holder of goods for repair or oth-
er services). It was designed for the insured’s specific personal exposures.

As aresult, the insured cannot assign his coverage to a bailee in the event the insured’s proper-
ty is damaged whﬂe in the care, custody or control of the bailee. Bailees need their own coverage
to protect their interest in the insured’s property while under their (the bailees’) control.

Nuclear Hazard

A “nuclear hazard” is defined as any nuclear reaciton, radiation or radioactive contamination.

This clause reiterates that “nuclear hazards” are excluded but direct loss by fire resulting from
a nuclear hazard is covered.

Recovered Property

In the event insured property which has been the subject of a loss settlement is recovered, the
insured has the option of either keeping it or turning it over to the insurance company.

If the insured chooses the former, the loss settlement will be adjusted down. If the msured chooses
the latter, the settlement stands. _

Volcanic Eruption Period

One or more volcanic eruption that occurs within a 72 hour period will be considered as one
volcanic eruption. .
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THE HOMEOWNERS PROGRAM
Section Il - Detailed

Preview

Additional Coverages:
e Claims Expenses;
¢ First Aid Expenses; _
* Damage to the Property of Others;
o Loss Assessment.

Common Exclusions:
¢ Business Pursuits;
* Professional Services;
¢ Uninsured Location;
® Motor Vehicles;
e Watercraft;
e Aircraft;
e War.

Common Conditions:

¢ Concealment and Fraud;
Liberalization Clause;
Cahcé]latioanon—Renewal.;
e Assignment; .

Subrogation.
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SECTION Il ADDITIONAL COVERAGE

In additions to Coverage E — Personal Liability and Coverage F — Medical Payments to Others,
the Homeowners Program provides the following additional coverages under Section II:

* claims expenses;

e first aid expenses;

e damage to property of others;
¢ loss assessment.

Let’s review these additional coverages in detail.

Claims Expenses

As previously noted, liability insurance is designed to cover sums which the insured is “legally
obligated to pay.” Often, the extent of this legal obligation is one upon which the representative
of the insured (the insurance company) and the “third party” involved cannot agree.

The insurance company based on its investigation of the accident in question, might have one
opinion as to the cause of injury, extent of damages, etc.; the third party claimant, another. The
claimant may seek legal counsel and, eventually, a lawsuit might be started against the insured.

Under the additional coverage of claims expenses, the insurance company agrees to pay:
e the cost of investigating a claim;

 the cost of a legal defense initiated by the company;

e premiums for bonds required in a suit the company decides to defend;

* reasonable expenses incurred by the insured at the company’s request, including actual loss

of earnings, (up to $50/day) for assisting the company in its investigation or defense of a claim
or suit;

e interest on judgment which accrues after the entry of the judgment;
e prefudgment interest awarded against the insured.

First Aid Expenses

This additional coverage provides for expenses incurred by an insured for ﬁrst aid to others
resulting from a bodily injury covered under this policy.

As a result, the company will not pay for first aid to any insured.

Damage to Property of Others

Under this coverage, the company will pay the replacement cost of property of others damaged
by an insured up to $500 per occurrence.

Under the coverage, the company will not pay for property damage:

* recoverable under Section I of the Homeowners Policy;

e caused intentionally by an insured who is 13 years of age or older;

* to property owned by the insured;

* to property owned by a tenant of the insured or a resident in the insured’s household;

[+1+]



PROPERTY AND CASUALTY LICENSING BASICS

arising out of:

— business pursuits;

— apremises owned by an insured other than the insured location (listed on the DEC page);
— the ownership, maintenance or use of aircraft, watercraft or other motor vehicles;

Note: this exclusion does not pertain to the use of a golf cart at a golf course or other
“motorized land conveyances designed for recreation purposes off public roads,
not subject to motor vehicle registration and not owned by an insured.”

Loss Assessment

As with Section I, Section II provides $1,000 per occurrence for the insured’s share or assess-
ment as a member of a group of property owners. ' .

SECTION II - EXCLUSIONS

Common Exclusions

Coverages E and F do not apply to bodily injury or property damage arising out of:
* the business pursuits of an insured:; :
* the insured’s failure to render professional services;
* premises which are not an insured location;
* the ownership, maintenance, use, loading or unloading of motor vehicles;
Note: this exclusion does not apply to: _ _ _
— a trailer not towed by or carried on a motorized land conveyance;

— a motorized land conveyance designed for recreational use off public roads, not subject
to motor vehicle registration and: T TP

(1) not owned by an insured; or
(2) owned by an insured and on an insured location. o -
— a motorized golf cart when used to play golf on a golf course;
— a vehicle or conveyance not subject to motor vehicle registration which is:
(1) used to service an insured’s residence; ‘ ' '
(2) designed for assisting the handicapped; or
(3) in dead storage on an insured location. _ :
* the ownership, maintenance, use, 1oading or unloading of a watercraft (as defined below):
— Watercraft: ' | T
(1) with inboard or inboard-outdrive motor power owned by an insured;

(2) with inboard or inboard-outdrive motor power of more ihan'SO'hoi'éépower rented
- to an insured; ' : '

(3) that is a sailing vessel, with or without auxiliary power, 26 feet or more in length
owned by or rented by an insured; or . .

|
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(4) powered by one or more outboard motors with more than 25 total horsepower if the
outboard motor is owned by an insured. But, outboard motors of more than 25 total
horsepower are covered for the policy period if:

(a) you acquire them prior to the policy period and:
(i) you declare them at policy inception; or

(ii)your intention to insure is reported to us in writing within 45 days after you
acquire the outboard motors.

(b)you acquire them during the policy period.
This exclusion does not apply while the watercraft is stored.
ownership, maintenance, use, loading or unloading of an aircraft (as defined below):

— An aircraft means any contrivance used or designed for flight, except model or hobby
aircraft not used or designed to carry people or cargo.

a war, civil insurrection, rebellion, revolution, ete.

Coverage E - Exclusions

Coverage E - Personal Liability does not apply to:
e contractual liability other than that which relates to:
— ownership, maintenance or use of the insured location;
— where the liability of others is assumed by the insured prior to occurrence.
e B.L or P.D. of an insured (as defined under the policy);

e P.D. to property rented to, occupied by, used by or in the care, custody and control of an
insured; however, fire, smoke or explosion damage to such property is covered.

e B.L to individuals covered by workers’ compensation or disability insurance;
e B.I or P.D. covered under a nuclear energy liability policy.

Coverage F - Exclusions

Coverage F - Medical Payments to Others does not apply to bodily injury:
e toaresidence employee not sustained in the course of employment or occurring off-premises;
e to any person eligible to receive workers’ compensation and/or disability coverage;
¢ from any nuclear reaction;

¢ to any person regularly residing on the insured premises.

GENERAL CONDITIONS

Basically, the same conditions which apply separately to Section I losses concerning limit of lia-
bility, duties after a loss, etc. apply to Section II losses. In addition, certain conditions apply jointly
to Sections I and II:

¢ policy period;

e concealment or fraud;
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¢ liberalization clause;

e waiver of policy provisions;

* cancellation/non-renewal;

¢ assignment;

e subrogation;

e death.

Homeowners Policies apply only to losses/occurrences which occur during the policy period.

Coverage will not be provided for insureds who intentionally concealed or misrepresented any
material fact relating to insurance coverage.

A waiver or change of a policy provision must be in writing in order to be valid.
The following rules pertaining to cancellation apply to Homeowners Policies:
e the insured may cancel at any time for any reason;
¢ the insurance company can cancel for only the following reasons:
— non-payment of premium;
— for the first 60 days of coverage or less: any reason;
— after the policy has been in effect for 60 days: the following reasons:
— material misrepresentation;
— change in risk;

— after one year, the company may cancel for: any reason on the anniversary of the policy
by informing the insured 30 days in advance. (This is known as non-renewal.)

If the insured cancels the policy, unearned premium is returned to the insured on a short rate
basis.

If the insurance company cancels the policy, unearned premium is returned to the insured on
a pro rata basis.

The assignment and subrogation clauses of the Homeowners Policies are the ones common to
all property policies.

Finally, if an insured dies during the policy period, the Homeowners Policy in effect will insure
the legal representative of the deceased with respect to the premises and property of the deceased
covered under the policy at the time of death.
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Preview
Workers’ Compensation and
Employers Liability Insurance Policy

Part | — Workers’ Compensation Insurance provides the follow-
ing benefits to employees on a no-fault basis:

¢ unlimited medical benefits (including
rehabilitation benefits);

¢ income benefits;

e funeral benefits.

Part Il — Employers Liability Insurance:
e B.I limit per accident;
¢ B.I limit by disease — policy iimit;
e B.I limit by disease — per employee.




WORKERS’ COMPENSATION INSURANCE
Background

Prior to the enactment of workers’ compensation laws throughout the country, the only recourse

to employees sustaining injuries on the job was a negligence suit against their employers. This situ-
ation did not promote employee morale.

To make matters worse, employers had three common law defenses at their disposal which made
it difficult for employees to win cases:

¢ contributory negligence;
e assumption of risk;
¢ fellow-servant rule.

“Contributary negligence” held that an employee could not recover damages if he were as much
as 1% negligent or, putting it differently, had “contributed” to the negligent situation causing the
accident.

“Assumption of risk” maintained that the employee had assumed the risks involved with the
job when he accepted the position.

The “fellow-servant rule” was employed when an injury to Employee A was caused by Em-
ployee B. As long as the employer exercised good judgment in selecting Employee B, the employer
was free of negligence in the aforementioned accident and was not responsible for the injuries to
Employee A.

As aresult of these common law defenses, few employees recovered for their work-related injuries.

Because employee well-being is so integral to the economic well-being of the country, the states
began passing individual workers’ compensation laws at the turn of this century. Today, each state
has its own workers’ compensation laws, social legislation designed to provide guidelines for medi-
cal care, cash benefits and rehabilitation services for workers sustaining work-related injuries.

Compulsory or Elective

Workers’ compensation laws are either compulsory or elective. The former requires that Spe{.‘.l.-
fied benefits be provided by employers covered under the law.

The latter (found only in New Jersey, South Carolina and Texas) allow employers to elect or
reject the mandates of the workers’ compensation law in these states. However, if employers re-
ject these mandates, they automatically lose the use of the three common law defenses.

Scope of Laws

None of the state workers’ compensation laws covers every employer and/or type of employ-
ment. Ilgd.wldual state laws must be checked to determine what employers fall within the scope
of the law

In general, the following types of employment are not covered under state workers’ compensa-
tion laws because of their temporary status:

e farm labor;

e domestic employment; _

¢ employees of religious, charitable and non-profit educational institutions;
e casual employees.
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Meeting Obligations

Employers can meet their obligations as outlined under the individual workers’ compensation
laws in one of three ways:

* self-insurance;

e private insurance;

e state funds.

If employers decide to self-insure, they must follow the dictates of the states in which they operate
as to their financial requirements, reporting procedures, etc.

Workers’ Compensation Insurance provided by the voluntary market is the most popular form
of compliance with the state laws.

State funds have been created to provide workers’ compensation insurance either as an alterna-
tive to the voluntary market or‘as a monopolistic entity, prohibiting the presence of a voluntary
market.

An Overview

A “plain English” Workers’ Compensation and Employers Liability policy was drafted by the
National Council on Compensation Insurance and introduced nationwide in 1984.

. This policy insures employers against claims for work-related injuries to employees as well as
diseases acquired by them that are compensable by law.

The new Workers’ Compensation Policy consists of the following sections:

e Information page;

¢ General Section; . -

¢ Part One . — Workers’ Compensation Insurance,

e Part Two — Employers Liability Insurance,

e Part Three — Other States Insurance;

e Part Four — Your Duties if Injury Occurs; Lo
. o Part Five  — Premium; : e
" e Part Six — Conditions. ' -

Let’s review the pertinent aspects of each of these sections.

Information Page/General Section

The Information Page replaces the Declarations page, but essentlally prondes the same valua-
ble information:

* name, address and description of insured eompany;
* policy period;

e a list of the states to thch the policy applies;

¢ liability limits per accident, disease and employee;
¢ endorsements and schedules.
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The General Section reinforces the Information Page by generally defining:

* the purpose of the policy;

* who is insured;

* the relationship of the individual workers’ compensation laws to the policy.

Under this section, it is noted that the workers’ compensation law of any covered state includes

amexlz‘c:“:;:ents to the law that take effect during the policy period. Retroactive law changes are not
cove '

Part One  Workers’ Compensation Insurance

Part One — Workers’ Compensation Insurance applies to bodily injury (including resultant death)
caused by:

e accident; or

e disease.

Bodily injury by accident must oceur during the policy period.

Bodily injury by disease must be caused or aggravated by the “conditions of employment.” 'I'hé
employee’s last day or last exposure to the conditions causing or aggravating the bodily injury by
disease must occur during the policy period. _

Payments are made to employees regardless of fault as long as the injuries are work-related.

Under this coverage, the insurer agrees to pay the benefits required of the insured by law. The
term “benefits” includes both compensation for lost wages and medical care including:

* medical benefits;
¢ income benefits;
® death benefits.

Individual state laws (which provide guidelines for the administration of the workers’ compen-
sation benefits) provide unlimited medical, hospital, surgical and nursing care for the treatment
of work-realted injuries or disease. :

Rehabilitation benefits are included within the scope of medical coverage.
Income and death benefits amounts are mandated by state law. '

Each state requires that a percentage of the workers’ regular weekly salary (subject to a week-
ly minimum and maximum) be provided during a period of partial or total disability. In addition,
the loss of income is subject to a maximum dollar amount and/or a maximum time limit. -

Although medical treatment is compensated immediately, payment of lost wages is subject to
a waiting period which varies by state. If the disability causing the lost wages continues past the
waiting period, the lost wages incurred during this waiting period will be covered. Another name
for this waiting period is “retroactive period.” ' Lo '

In addition to the percentage of wages payable and the period of payment, state workers’ com-
pensation laws evaluate the nature of the disability in question when making awards. Injuries are
seen as being permanent or temporary in'duration; total or partial, in severity. As a result, there
are four classifications of disability:

* permanent total disability; .

¢ temporary total disability; . §
WY, o permanent partial disability; - pided on % 6 whol mayr duioded %Lv;féﬂ _‘UW*! [+
* temporary partial disability. 5453
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Permanent total disability is the most severe: the employee will never work again.

In most states, a worker sustaining a permanent total disability (such as the loss of both hands,
feet or eyes) will receive benefits for life.

Temporary total disability renders the employee incapable of working for a given time, but recov-
ery is seen. An example of this classification would be a severely sprained back rendering the em-
ployee immobile for 4-6 weeks, but capable of returning to work with no permanency.

Permanent partial disability usually involves an injury which is permanent in nature (loss of
an arm, leg, ete.), but will not stop the employee from returning to work.

Temporary partial disability is the least severe classification of disability and usually charac-
terizes an injury that keeps the employee out of work for a few days (example: sprained neck). “Light
duty” can be given to such a disability.

Death Benefits include an amount for funeral benefits mandated by law as well as survivors’
or dependents benefits.

The surviving spouse of the deceased worker is usually paid for the remainder of his/her life
or until he/she remarries. In addition, dependent children receive benefits under state law until
they reach the age of 18.

Supplementary Benefits
In addition to paying benefits to employees, the Workers’ Compensation coverage will defend
the insured employer for legal actions arising out of these payments.

For example, an injured employee might disagree with the type of treatment allowed under
workers’ compensation insurance or the amount of settlement. In such circumstances, the employee
might retain an attorney an seek further reimbursement.

Part One — Workers’ Compensation Insurance agrees to investigate such cases, then defend
or settle them as needed.

In addition to the benefits payable under this section, Part One Workers’ Compensation Insur-
ance agrees to pay: _

* reasonable expenses incurred at the company’s request, but not loss of earnings;

¢ premiums for bonds to release attachments and for appeal bonds in bond amounts up to the
amount payable under this insurance;

e litigation costs taxed against the insured;

¢ interest on a judgment as required by law until the company offers the amount due under
this insurance;

* expenses the company incurs.

Insured’s Obligations

The insured employer is responsible for any payment in excess of the benefits regularly prov1d
ed by the workers’ compensation law including those required because:

e of the insured’s serious and willful misconduct;

e the insured knowingly employs an employee in violation of law;

e the insured fails to comply with a health or safety law or regulation; or

_ ® the insured discharges, coerces or otherwise discriminates against any employee in violation
of the workers’ compensation law.
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Statutory Provisions
The following statements apply to Workers’ Compensation Insurance unless they conflict with
individual state law:

e an employee’s notice of an accident to his/her employer constitutes notice to the insurance
company;

e an employer bankruptcy will not relieve the insurer of its responmbihtles under the policy;
¢ benefits are paid directly to the employee, not employer;

e the workers compensation insurance part of this policy automatically conforms to the individual
state laws to which it applies.

Part Two Employers Liability Insurance

Under Part One — Workers’ Compensation Insurance, the policy provides statutory medical,
lost wages and death benefits. Under Part Two — Employers Liability Insurance, the policy pays
for damages resulting from B.I. claims initiated by employees.

Under Part One, payments are made regardless of fault. Under Part Two, negligence must be
established in order for payment to be made.

It is important to remember that this coverage protects the insured employer from negligence
suits brought by employees because of work-related injuries. It is very specialized in its scope.

How Coverage Applies

Employers Liability Insurance applies to bodily injury by accident or bodily injury by disease.
Bodily injury includes resulting death. Remember: - - _

¢ The bodily injury must arise out of and in the course of the injured employee’s employment,;

* The employment must be necessary or incidental to the insured’s work in a state or temtory
listed in the Information Page;

¢ Bodily injury by accident must occur during the policy period;

¢ Bodily injury by disease must be caused or aggravated by the coﬁd1t10ns of employment.
The employee’s last day of last exposure to the conditions causing or aggravating such bodi-
ly injury by disease must occur during the policy period;

o If the insured is sued, the original suit and any related legal actions for damages for bodlly"
injury by accident or by disease must be brought in the Umted States of America, its territo-
ries or possessions, or Canada.

Part Two — Exclusions

As with any liability coverage, there are exclusions mserted to define coverage Employers Lia-
bility coverage does not apply to:

* liability assumed under a contract;

* punitive or exemplary damages because of bodﬂy injury to an employee employed in viola-
tion of law;

* bodily injury to an employee while employed in violation of law with the insured’s actual
knowledge;
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¢ any obligation imposed by a workers’ compensation, occupational disease, unemployment com-
pensation, or disability benefits law, or any similar law;

¢ bodily injury intentionally caused or aggravated by the insured;

¢ bodily injury occurring outside the United States of America, its territories or possessions,
and Canada. This exclusions does not apply to bodily injury to a citizen or resident of the
United States of America or Canada who is temporarily outside these countries;

» damages arising out of the discharge of, coercion of, or discrimination against any employee
in violation of law.

Employers Liability Insurance is written with separate limits of liability for:
e B.L per accident;

e B.I-by disease — policy limit;

¢ B.I by disease — per employee.

Obviously, the first limit applies to work-related bodily injury sustained by an employee in an,
accident.

When a disease is involved, there is a policy limit and an employee limit that applies to each
occurrence.

Part Three Other States Insurance

Part Three — Other States Insurance covers the insured employer for his responsibilities man-
dated by the workers’ compensation law of a state(s) other than those listed on the Information
Page. It covers workers’ compensation situations arising in states where the insured employer had
not foreseen activity.

In summary, if the insured employer had foreseen involvement in a given state at the inception
of the policy, he should have listed this state on the Information Page.

This protection is important for employers with expand.ing" interstate operations.

Part Four  Your Duties If Injury Occurs

If an injury occurs to a covered employee, the employer must notlfy the insurance company
immediately.

In addition, the insured employer must agree to the following duties:
¢ provide for immediate medical and other services required by the workers’ compensation law;

e give the company or its agent the names and addresses of the injured persons and of wit-
nesses, and other information it may need;

 promptly give the company all notices, demands and legal papers related to the injury, claim,
proceeding or suit;

e cooperate with the company and asslst itasit may request in the mvest:gatlon, settlement
or defense of any claim, proceeding or suit;

¢ do nothing after an injury occurs that wou!d interfere wzth the company’s right to recover
from others;

¢ do not voluntarily make payments, assume obligations or incur expenses, except at your own
- cost.
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THE COMMERCIAL GENERAL
LIABILITY POLICY

Preview
Two versions of the Commercial General Liability Policy:
® occurrence;

® claims-made.

Commercial General Liability coverages:
® Coverage A — B.I and P.D. Liability;
* Coverage B — Personal and Advertising Injury; -

* Coverage C — Medical Payments.

Major supplementary payment: Defense Costs.




THE COMMERCIAL GENERAL LIABILITY POLICY

Background
The Commercial General Liability Policy was issued by the Insurance Services Offices (ISO)
in early 1986 to simplify the writing of commercial liability insurance for insurer and insured alike by:
¢ simplifying the language found in its predecessors;
* combining coverages under one contract that were previously found in many different forms;

¢ providing new “coverage triggers” for Coverage A—B.I. and P.D. Liability: occurrence or
claims made.

All of these changes have been made in response to consumer needs and demands, especially
the coverage ‘“triggers.”

Traditionally, liability policies were written exclusively on an occurrence basis. The policies provid-
ed coverage for occurrences happening during the policy period. This concept seems simple enough,
but becomes clouded when considering the definition of an “occurrence”: an accident including repeat-
ed exposure to conditions.

With cases involving latent bodily injury and long-term exposure illnesses (e.g., involving as-
bestos), the issue in question is the exact time the injury or damage occurred. When different in-
surers or different policy limits apply, this issue becomes more complicated.

The “claims-made” version of the Commercial General Liability Policy is designed to respond
to claims made during the policy period, regardless of when the “accident” causing the claim occurred.

The newer “claims-made” liability policies are expected to end a practice called “stacking,” a
theory held by the courts that a long series of occurrence policies should be brought into play when
considering settlement. For example, if it were determined that a claimant sustained a long disor-
der due to an “occurrence” over a 10 year period, the courts might require the liability limits for

all policies covering the insured for that period be “stacked” on one another to provide a greater
settlement resource.

Coverages

The Commercial General Liability Pohcy provides the following three coverages on an occur-
rence or claims-made basis:

e Coverage A — Bodily Injury (B.1.) and Property Damage (P.D.) Liability;
e Coverage B — Personal and Advertising Injury Liability;
e Coverage C — Medical Payments.

Let’s review these coverages briefly.

B.l. and P.D. Liabiltity;

As previously noted, bodily injury means bodily injury, sickness or disease sustained by a per-
son, including death resulting from any of these at any time.

Property damage means physical injury to tangible property, including resulting loss of use to
that property as well as loss of use of tangible property that is not physically injured.
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- Under Coverage A of the Commercial General Liability Policy, the company will pay any sums
that the insured becomes obligated to pay because of B.1. and P.D. to which the insurance applies.

Both the “occurrence” and the “claims made” forms cover the following major liability exposures
under Coverage A: '

¢ premises and operations;
¢ products and completed operations; _
¢ contractual liability for “insured contracts” (specified contracts).

Other liability exposures formerly covered by the Comprehensive General Liability Policy and
its Broad Form endorsement (such as fire legal liability, non-owned water craft, etc.) are also co-
vered, but we shall not discuss them in this context. We shall discuss liability exposures which are
specifically excluded under this coverage.

Exclusions

Coverage A of the Commercial General Liability Policy does not apply to B.1. or P.D. caused by:
e intentional acts on the part of the insured;
* work-related (workers’ compensation) activities;
* automobile, aircraft or watercraft accidents;
e dram shop (liquor liability); :
e personal property of others in the insured’s care, custody and control (3C’s);
e discharge of pollutants; | . -
war.
In addition, damage to property owned by the insured, damage to a product of the insured or

the cost to recall a defective product of the insured from the market is specifically excluded from
coverage. . 5 T _

Personal and Advertising Injury Liability
Under Coverage B, the Comprehensive General Liability Coverage Form agrees to pay all sums
which the insured is legally obligated to pay as damages because of: . .
* advertising injury. - | L
Coverage applies to personal injury if it arises out of the conduct of the insured’s business;
personal injuries are not covered if they result from the insured’s personal life. :

As you will recall, personal injury means injury other than bodily injury, arising out of
one or more of the following offenses: : _ :

o false arrest; _

¢ malicious prosecution;

¢ wrongful entry or eviction;
~* libel;
_» slander; .

* invasion of privacy.
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- Coverage applies to advertising injury only if caused by an offense committed by the insured
in advertising his goods, products or services.

The policy defines “advertising injury”” as injury arising out of one or more of the following
offenses:

e oral or written publication of material that slanders or libels a person or organization;
e oral or written publication of material that violates a person’s right of privacy;

¢ misappropriation of advertising ideas or style;

e infringement of copyright, title or slogan.

Exclusions

Coverage does not apply to personal injury or advertising injury when the insured:
e knows the oral or written publication is false;

e wilfully violates the law;

e assumes liability in a contract or agreement.

In addition, advertising injuries are not covered if they result from:

e a breach of contract; -

e the failure of goods to conform to advertised quality;

¢ the wrong description of the price of goods, products or services;

¢ an offense committed by an insured whose business is advertising, broadcasting, publishing
or telecasting.

General Comment
A brief review of the insuring agreement and exclusions for Coverage B should lead the reader
to certain conclusions:
" o Coverage is designed for commercial, not personal exposures;

e Coverage is designed for the average commercial risk, not for advertising agencies, publish-
ers, broadcasting or telecasting companies. These companies need specialized coverages to
address the extreme nature of their personal injury and advertising injury exposures;

¢ Finally, this coveragé is not designed to pay for an insured’s poor workmanship or business
practices (the wrong description of the price of goods; breach of contract).

Medical Payments

Under Coverage C, the Comprehensive General Liability Coverage Form agrees to pay medi-
cal expenses, incurred within one (1) year of an accident occurring during the policy period, for bodily
injury:

® occurring on premises (ownéd or rented);

e resulting from the insured’s operations.

Medical Payments is a “no-fault coverage" Negligence need not be estabhshed against the in-
sured in order for the policy to pay.
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Medical payments include reimbursement for:

e first aid at the time of the accident;

* necessary medical, surgical, x-ray and dental services, including prosthetic devices;
* necessary ambulance, hospital, professional nursing and funeral services.

Exclusions

Medical Payments will not cover expenses for bodily injury to:

¢ insureds;

e persons hired to work for the insured;

e tenants of the insured; -

e persons entitled to workers’ compensation or disability benefits;

e persons involved in an athletic contest;

¢ persons injured resulting from the products-completed operations hazard;
¢ persons excluded under Coverage A.

Policy Conditions

Provisions common to all of the Commercial General Liability coverages are contained in the
policy conditions section; they include:

¢ supplementary payments;
e definitions;
¢ conditions.

Supplementary payments are payments that all general liability coverage parts will pay in ad-
dition to the face amount of the policy. They include such liability-related expenses as premiums
on bail bonds and reasonable expenses incurred by an insured in assisting the investigation of a
claim. The most significant supplementary payments provided by general liability policies are legal
expenses incurred by the company in defending an insured for a covered loss.

Defense Costs
Legal expenses incurred by the insurer in defending a suit (whether or not it is false, fraudulent
or groundless), are a very important supplementary payments benefit.

Most general liability cases don’t reach court. Usually, some agreement is made between the
plaintiff attorney and the insurance company. Settlement of a case prior to suit is seen as the preferable
course of action to all concerned for a number of reasons, mcludmg'

e the illogical basis for many court set.tlements
¢ the costly and lengthy nature of litigation for both sides;

- the changing strength of a case based on time (appear ance and disappearance of witnesses,
deaths of key people, etc.).

When a case does go to court, it is a costly matter. Legal and professiohal fees :hount. up quickly.
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Preview
Owners and Contractors Protective Liability Policy covers
- the contingent liability of:
® owners;

e contractors.

Professional Liability:
¢ malpractice;

e errors and omissions.

Comprehensive Personal Liability Policy:
e B.IL and P.D. Liability; |
¢ Medical Payments;
e Physical Damage to Property of Others.

Umbrella Liability Excess to Underlying:
¢ Personal Liability Policies;
* Commercial Liability Policies.




OTHER LIABILITY COVERAGES

Owners and Contractors Protective

The Owners and Contractors Protective Liability Policy (hereinafter referred to as the O&CP)
has been designed to cover the independent contractor exposure.

The O&CP is written to cover:

e owners, landlords and tenants of property for contingent liability resulting from the negli-
gence of a designated contractor working on the insured’s premises;

e contractors for the contingent liability of subcontractors.

The O&CP provides the insured with liability protection in those situations where the law holds
the owner or principal contractor liable for the negligence of an independent contractor.

Owners and tenants of buildings usually demand an O&CP policy written in their behalf from
contractors prior to the start of any work requiring structural alterations, new construction or demo-
lition. In like manner, general contractors usually require subcontractors to purchase 0&CP poli-
cies for them, listing the general contractor as the named insured. In this way, the independent
contractor exposure is handled separately from any underlying commercial general liability coverage.

Specifically, the O&CP agrees to pay (up to the policy limits) B.1. and P.D. damages for an oc-
currence arising out of:

e operations performed for the named insured by the contractor designated on the Dec page
at the designated location;

e acts or omissions of the named insured in connection with his general supervision of such
operations. -

Exclusions

The O&CP policy excludes many of the liability exposures covered under the Commercial General
Liability Policy as well as “common” Lability exposures:

e contractual liability;

¢ auto/watercraft;

¢ pollution damage;

o war;

e dram shop;

* workers’ compensation;

e 3C’s;

e products;

e completed operations.

In summary, the O&CP is designed to cover one liability exposure and one liability exposure

only: The independent contractor or contingent liability exposure. All other liability exposures are
excluded from coverage. '
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Professional

Professional Liability arises from a failure to use due care and the degree of skill required and
expected in a particular profession.

A profession is a vocation, calling or occupation involving labor, skill, education and special knowl-
edge of an intellectual nature. This term has been used to describe the labor of theologians, law-
yers, doctors, teachers, insurance agents, and any other form of employment requiring a license.

Attorneys may advise clients incorrectly. A doctor may be sued by a patient who has been in-
jured during the course of treatment. A hospital may be sued for invasion of privacy by a former
patient because of an unauthorized release of records.

Professional liability insurance is designed to cover such exposures based on “injuries” (bodily
injury and personal injury) or “acts of omission.”

There are two broad types of professional liability insurance:
e malpractice;
e errors and omissions.

Malpractice insurance addresses the professional liability needs of the medical and allied profes-

sions. There are specific malpractice policies for physicians, surgeons, dentists, hospitals, druggists,
nurses, opticians, ete.

Errors and omissions insurance addresses the professional liability needs of lawyers, engineers,
architects, insurance agents, real estate agents, etc.

As with products liability, the increase in professional liability suits has been alarming in recent
years. Many medical specialists pay six-figure insurance premiums for their malpractice insurance.
Others are moving into research to avoid the insurance costs altogether.

Some states have organized “medical malpractice pools,” whereby members of the medical profes-
sion pool their resources to address the professional liability exposure which has been abandoned
by many insurance companies.

Because professionals cannot afford ‘“blemishes” against their reputations, malpractice insur-
ance features a loss settlement provision known as “consent to settle a loss.” This settlement provi-
sion allows the insured physician to decide if a case should be settled or tried in court. The written
consent of the insured must be secured before settling a case.

This loss settlement provision is unique to malpractice insurance and not always found in re-
cently issued policies.

Personal

In the broadest sense, there are two major areas of liability exposure: business (commerecial)
and personal. As we've seen, the former is complex because of the varied nature of business, the
many regulations under which it is governed etc.; the latter is reasonably SImple, reﬂectmg the
similarity of needs of most individuals in their private lives.

Residence property owners and tenants need protection against liability claims arising out of
the ownership, maintenance and use of their premises just as business owners do. And the former
have liability exposures for their operations on and off premises (mowing the lawn, repamng aroof,
running in a-race, etc.) just as the latter do.

The pohcy providing liability coverage for residence property owners and tenants is the Com-
prehensive Personal Liability Policy (CPL). It is the same as Section II of the Homeowners (Renters)
package policy that most individuals carry on their residence.

B ot -
".. Ed
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The CPL is a comprehensive policy providing liability coverage for practically all non-business
activities arising out of: ,

* the place of residence;
® personal activities (including sports away from home);
* any written agreement (e.g., lease) which does not involve business or professional activities.

In short, the CPL covers the insured’s personal premises (including permanent residence, tem-
porary residences, cemetery plots and vacant land) as well as personal operations (including sport-
ing events, social activities and other non-business activities).

CPL coverage has three parts:

¢ B.IL and P.D. liability;

* Medical payments; _

* Physical damage to property of others coverage.

The Personal Liability coverage of the CPL pays all sums (up to the policy limits) which the
insured becomes legally obligated to pay for B.I. and P.D. damages arising out of personal activi-
ties such as:

* the insured’s dog bites the insurance salesperson;

* a pedestrian trips on the insured’s sidewalk;

e the insured drives a golf ball into the windshield of your Rolls Royce.

Premises Medical Payments cover: |

* actual medical expense incurred within three (3) years of the date of the accident;
® necessary medical, surgical, x-ray, dental services, etc.;

* without regard to legal liability.

Coverage extends to guests on the premises as well as people accidentally injured by the activi-
ties of the insured or a condition of the insured’s premises. ‘

No medical payments coverage is provided for the insured or any tenant or other occupant of
the insured’s home. :

Finally, the Physical Damage to Property of Others coverage provides up to $500 for damage
to property of others caused by the insured, even though the insured might not be legally at fault.

For example, if the insured borrowed a neighbor’s lawn mower and broke it accidentally, the
Physical Damage to Property of Others coverage would pay for the loss (up to $500 or whatever
the coverage limit is). ' .

Umbrella

Many people, by reason of their economic good fortune, are subject to liability claims of extraor-

i proportion, stemming from either business or personal activities. Unfortunately, most liabil-

ity policies (commercial and personal) have established maximum coverage limits that cannot be
exceeded. ‘ ' '

In like manner, many people, by reason of their profession or personal activities, require more
comprehensive coverage than that provided by their basic (commercial and personal) liability contracts.

Umbrella or Excess Liability coverage is designed to provide coverage for:
¢ higher limits than are generally available under basic liability policies; '
* liability exposures either limited or excluded under basic liability policies.
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While there is no one umbrella liability policy, it can be described generally as a broad form
of liability coverage that is purchased in addition to underlying general liability and automobile
liability policies. The underlying coverages pay “normal-sized” claims; the umbrella comes into play
when basic liability limits are exceeded. As a result, the excess liability policy is seen as superim-
posing an “umbrella of protection” (hence, the na.me) over the underlying policies.

A “‘typical” umbrella policy might require the basic liability contracts to carry a minimum of
$100,000 or even $500,000. The umbrella coverage would then come into play after these respective
amounts were exceeded.

Although the coverage provided under an umbrella liability policy is far broader than its under-
lying policies, it is never all risk. Individual umbrella policies must be reviewed for their exclusions.

In recent years, umbrella liability policies have become quite popular with professionals and
members of middle and upper management for their business and personal liability exposures.
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BOILER AND MACHINERY COVERAGE FORM

Various provisions in this policy restrict coverage.
Read the entire policy carefully to determine rights,
duties and what is and is not covered.

Throughout this policy the words "you” and "your”
refer to the Named Insured shown in the Declara-
tions. The words "we,” "us” and “our” refer to the
Company providing this insurance.

Other words and phrases that appear in quotation
marks have special meaning. Refer to Section F -
DEFINITIONS.

A. COVERAGE

We will pay for direct damage to Covered Prop-
erty caused by a Covered Cause of Loss.

1. Covered Property

Covered Property, as used in this Coverage
Part, means any property that:

a. You own; or

b. Is in your care, custody or control and for
which you are legally liable. In addition to
paying for loss to this property, we will
defend you against any ciaim or “suit” al-
leging liability for damage to this property,
subject to the Defense and the Supple-
mentary Payments provisions.

2. Covered Cause of Loss

A Covered Cause of Loss is an "accident” to
an "object” shown in the Declarations. An
"object” must be in use or connected ready for
use at the location specified for it at the time
of the "accident.”

3. Coverage Extensions
a. Expediting Expenses

With respect to your damaged Covered
Properiy, we wtll pav the reasonable extra
cost to:

(1) Make temporary repairs;
(2) Expedite permanent repairs; and
" (3) Expedite permanent'replacement.

We restrict the amount payable for Expe-
diting Expenses as explained in the Limits
of Insurance section of this Coverage
Form.

—

b. Automatic Coverage for A New[y
Acquired Location

We will automatically cover an "accident' %
to an "object” at a newly acquired location, *
This automatic coverage begins at the time °
you acquire the property and continues for'{
90 days, under the following conditions: ‘;-;

(1) You must inform us, in writing, of the;:
newly acquired location within 90 days f
of the date you acquire it; '3

(2) The “"object” must be in use or con-"
nected ready for use at the time of ac-%-
quusmon and throughout the period okl
automatic coverage and be of a type™
that would be included in any "Ol:njm:t'{b
Group Description shown in the Dec- ;
larations; i‘*

(3) The Limit of Insurance and Deducnhld,_.;
amount will be the highest amounts’.
shown in the Declarations for thé sama
type of "object;” 8

{4) We will not be liable under this covegf;
age for Consequential Damage, Busi-zx
ness Interruption, or any other mulrect £
loss re5ult|ng from an “accident” to an,;

"object,” and B

(5) You agree to pay an additional premmn'r
as determined by us. :

c. Defense

If a claim or “suit” is brought against yo_u4
alleging that you are liable for damage| 19
property of another in your care, cust
or control, that was directly caused bY.&I}’
"accident” to an "object,” we will rnen s

(1) Settle the claim or "suit;” or

(2) Defend you against the claim or s 5o f
but keep for ourselves the nght 10 satﬁ‘
it at any point.

d. Supplementary Payments

We will pay, with respect to any Bia“"
“suit” we defend: i

(1) All expenses we incur;
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(2) The cost of bonds to release attach-
ments, but only for bond amounts
within the Limit of Insurance. We do
not have to furnish these bonds;

(3) All reasonable expenses incurred by
you at our request to assist us in the
investigation or defense of the claim or
"suit,” including actual loss of earnings
up to $100 a day because of time off
from work;

(4) All costs taxed against you in any "suit”
we defend;

(5) Pre-judgment interest awarded against
you on that part of the judgment we
pay. If we make an offer to pay the ap-
plicable Limit of Insurance, we will not
pay any pre-judgment interest based
on that period of time after tha offer:
and

(6) All interest on the full amount of any
judgment that accrues after entry of the
judgment and before we have paid, of-
fered to pay, or deposited in court the
part of the judgment that is within the
Limit of Insurance shown in the Decla-
rations. ‘

These payments will not reduce the Limit
of Insurance.

1. Ordinance or Law

Any increase in loss caused by or resulting
from the enforcement of any ordinance, law,
regulation, rule or ruling regulating or restrict-
ing repair, replacement, alteration, use, opera-
tion, construction or installation. As used here,
increase in loss also includes expenses in-
curred beyond those for which we would have
paid if no substance declared to be hazardous
to health by a governmental agency had been
involved in the "accident.”

. Nuclear Hazard

Loss caused by or resuiting from nuclear re-
action or radiation, or radioactive contam-
ination, however caused.

. War and Military Action

Loss caused by or resulting from:
a. War, including undeclared or civil war;

Copyright, Insurance Services Office, Inc., 1983, 1988
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b. Warlike action by a military force, including
action in hindering or defending against
an actual or expected attack, by any gov-
ernment, sovereign or other authority using
military personnel or other agents; or

c. Insurrection, rebellion, revolution, usurped
power or action taken by governmental
authority in hindering or defending against
any of these.

4. Other Exclusions

Loss caused by or resulting from:

a. An explosion. However, we will pay for
Joss caused by or resulting from an explo-
sion of an “object” of a kind described
below and only to “objects” covered by
this insurance and as described on an Ob-
ject Definitions endorsement:

Explosion of any:
(1) Steam boiler;
(2) Electric steam generator;
(3) Steam piping;
(4) Steam turbine;
(b) Steam engine; .
(6) Gas turbine; or

(7) Moving or rotating machinery caused
by centrifugal force or mechanical
breakdown.

b. Fire or explosion that occurs at the same
time as an "accident” or that ensues from
an "accident.” With respect to any elec-
trical equipment forming a part of an “ob-
ject,” this exclusion is changed to read:

Fire or explosion outside the “object” that
occurs at the same time as an "accident”
or ensues from an "accident.”

c. An "accident” that is the direct or indirect
result of an explosion or fire;

d. Water or other means used to extinguish a

fire, even when the attempt is unsuccess-
ful;

e. Lightning, if coverage for that cause of loss
is provided by another policy of insurance
you have;

f. Flood. However, if an "accident” results
from a flood, we will pay for direct damage
to Covered Property caused by the "acci-
dent;”
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g. An "accident” to any “object” while being
tested;

An "accident” caused directly or indirectly
by earth movement, including but not lim-
ited to earthquake, landslide, mudslide,
subsidence or volcanic eruption;

-i. Lack of power, light, heat, steam or refrig-
eration;

j. A delay in, or an interruption of, any busi-
ness, manufacturing or processing activity;
or

Any other indirect result of an "accident”
to an "object.”

“We will not pay for any loss excluded above even
though any other cause or event contributes
concurrently or in any sequence to the loss.

. LIMITS OF INSURANCE

1. We will not pay more than the applicable Limit

- of Insurance shown in the Declarations for all
direct damage to Covered Property that results
from any "one accident.”

The following coverage limitations to our
payment for direct damage to Covered Prop-
erty are part of and not in addition to the Limit
of Insurance for this Coverage Form.

a. Expediting Expenses

Our payment for Expediting Expenses will
be limited to:

(1) $5,000; or

(2) What is left of the Limit of Insurance
after we pay your loss for Covered
Property damaged by an "accident;”

whichever is less.
. Hazardous Substance Limitation

The following applies despite the opera-
tion of the Ordinance or Law Exclusion.
This limitation does not apply to damage,
contamination or pollution caused by am-
monia.

If Covered Property is damaged, contam-
_ inated or polluted as a result of an "acci-
dent” to an “object” by a substance
declared to be hazardous to health by a
governmental agency, the most we will
pay for any additional expenses incurred
by you for clean up, repair or replacement
or disposal of that property is $5,000. As
used here, additional expenses mean ex-
penses incurred beyond those for which
we would be liable if no substance haz-
ardous to health had been involved.

h.

k.
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c. Ammonia Contamination Limitation

If Covered Property is contaminated by
ammonia as a result of an "accident” to an
"object,” the most we will pay for this kind
of damage, mcludmg salvage expense, is
$5,000.

. Water Damage Limitation

If Covered Property is damaged by water
as a result of an "accident” to covered re-
frigerating or air conditioning vessels and
piping, the most we will pay for this kind
of damage, including salvage expense, is
$5,000.

Any payment made under Section C will not in-
crease if more than one insured is shown in the
Declarations.

. DEDUCTIBLE

We will not pay for loss or damage resulting from
any "one accident” until the amount of loss or
damage exceeds the Deductible shown in the
Declarations. We will then pay the amount of loss
or damage in excess of the Deductible, up to the
applicable Limit of Insurance. If more than one
"object” is involved in “one accident,” only the
highest Deductible will apply.

BOILER AND MACHINERY CONDITIONS

The following conditions apply in addition to the '
Common Policy Conditions:

1. Loss Conditions

a. Duties In the Event of Loss or Dam-
age :

You must see that the following are done
in the event of loss or damage:

(1) Give us a prompt notice of the:loss or .
damage. Include a description of the -
property involved;

As soon as possible, give us a de- -
scription of how, when and where the -
loss or damage occurred; 5

Allow us a reasonable time and oppor- :
tunlty to examine the property and :.
premises before repairs are undertaken :*
or physical evidence of the "accident” 7:

is removed. But you must take what- ’F}
ever measures are necessary for pro-
tection from further damage;

(2)

(3)
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(4) Permit us to inspect the property and
records;

(5) If requested, permit us to question you
under oath, at such times as may be
reasonably required about any matter
relating to this insurance or your claim,
including your books and records. In
such event, your answers must be
signed;

(6) Send us a signed, sworn statement of
loss containing the information we re-
quest to settle the claim. You must do
this within 60 days after our request;
and

(7) Cooperate with us in the investigation
or settiement of the claim.

Insurance Under Two or More -
Coverages

If two or more of this policy’s coverages
apply to the same loss or damage, we will
not pay more than the actual amount of the
loss or damage subject to the Limit of In-
surance.

Legal Action Against Us

No one may bring a legal action against
us under this Coverage Part uniess:

(1) There has been full compliance with all
the terms of this Coverage Part; and

(2) The action is brought within 2 years
after the date of the "accident;” or

(3) We agree in writing that you have an
obligation to pay for damage to Cov-
ered Property of others or until the
amount of that obligation has been de-
termined by final judgment or arbi-
tration award. No one has the right
under this policy to bring us into an
action to determine your liability.

d. Loss Payable Clause

(1) We will pay you and the loss payee
shown in the Declarations for loss due
to an "accident” to an "object,” as in-
terests may appear. The insurance
covers the interest of the loss payee
unless the loss results from conversion,
secretion or embezzlement on your part.
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(2) We may cancel the policy as allowed
by the Cancellation Condition. Cancel-
lation ends this agreement as to the loss
payee’s interest.

If we cancel we will mail you and the
loss payee the same advance notice.

(3) If we make any payment to the loss
payee, we will obtain their rights
against any other party.

Other Insurance

{1) You may have other insurance subject
to the same plan, terms, conditions and
provisions as the insurance under this
Coverage Part. If you do, we will pay
our share of the covered loss or dam-
age. Our share is the proportion that the
applicable Limit of Insurance under this
Coverage Part bears to the Limits of
Insurance of all insurance covering on
the same basis.

(2) If there is other insurance covering the
same loss or damage, other than that
described in (1) above, we will pay
only the amount of covered loss or
damage in excess of the amount due
from that other insurance, whether you
can collect on it or not.

In no case will we pay more than the ap-
plicable Limit of Insurance.

Transfer of Rights
Against Others To Us

if any person or organization to or for
whom we make payment under this Cov-
erage Part has rights to recover damages
from another, those rights are transferred

of Recovery

to us to the extent of our payment. That

person or organization must do everything
necessary to secure our rights and must
do nothing after loss to impair them.

g. Valuation

(1) We will pay you the amount you spend
to repair or replace your property di-
rectly damaged by an "accident.” Our
payment will be the smallest of:

(a) The Limit of insurance;

BM 00 25 09 88
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(b) The cost at the time of the "acci-

dent” to repair the damaged prop-
erty with property of like kind,
capacity, size and quality;
The cost at the time of the "acci-
dent” to replace the damaged prop-
erty on the same site with other
property:

(i) Of like kind, capacity, size and

quality; and

(ii) Used for the same purpose;

(d) The amount you actually spend that
is necessary to repair or replace the
damaged property.

(2) As respects any “object,” if the cost of
repairing or replacing only a part of the
"object” is greater than:

(a) The cost of repairing the "object;”
or

(b) The cost of replacing the entire
"object” on the same site;

we will pay only the smaller of (a) or
(b).

The repair parts or replacement "object”
must be:

(c) Of like kind, capacity, size and
quality; and

(d) Used for the same purpose.
(3) We will not pay you:

(a) If the loss or damage is to property
that is obsolete or useless to you;
or

(b) For any extra cost if you decide to
repair or replace the damaged prop-
erty with property of a better kind
or quality or of larger capacity.

(4) If you do not repair or replace the
damaged property within 18 months
after the date of the "accident,” then
we will pay only the smaller of the:

(a) Cost it would have taken to repair;
o Bt

(b) Actual cash value;
at the time of the "accident.”

Paragraph (4) does not apply to any
_ time period beyond the 18 months that
we agree to in writing.

(c)

Copyright, Insurance Services Office, Inc., 1983, 1988
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2. General Conditions

a. Additional Insured

If a person or organization is designated in
this Coverage Part as an additional insured,
we will consider them to be an insured
under this Coverage Part to the extent of
their interest.

b. Bankruptcy

The bankruptcy or insolvency of you or
your estate will not relieve us of an obli-
gation under this Coverage Part.

c. Object Group

All "objects” in use or connected ready for
use and included in an "Object” Group
Definition will be considered as individ-
ually described in the Declarations. The
premiums for “objects” included in” an
"Object” Group Description will be ad-
justed as follows:

(1) We will base the initial premium for
these "objects” on information we ob-
tain. The rates charged will be those in
effect on the first day of coverage.

We will charge an additional premium
for "objects” that are added to the pol-
icy after the effective date of this policy.
The additional premium for these "ob-
jects” will be computed pro rata.

(2)

(3)

policy after the effective date of the
policy. The return . premium will be
computed pro rata from the time the
*objects” are disconnected. '

d. Policy Period, Coverage Territoﬁ
Under this Coverage Part:
(1) The "accident” must occur:

P

(a) Dl.lling tha PO“CY PeriOd shown hé"_
i

the Declarations; and A
" (b) Within the coverage territory. jfx

ot

(2) The coverage territory is: %
(a) The United States of America; ’“d,_;{

.‘cl
(b) Puerto Rico. T

Page

We will allow a return premium for -
"objects” that are removed from the




~

e. Concealment, Misrepresentation or
Fraud

This Coverage Part is void in any case of

fraud by you relating to it. It is also void

if you intentionally conceal or misrepresent
- @ material fact concerning:

1. This Coverage Part;

2. The Covered Property; or

3. Your interest in the Covered Property.
f. Suspension

Whenever an "object” is found to be in, or
exposed to, a dangerous condition, any of
our representatives may immediately sus-
pend the insurance against loss. from an
"accident” to that "object.” This can be
done by delivering or mailing a written
notice of suspension to:

(1) Your last known address: or

(2) The address where the “object” is lo-
cated.

Once suspended in this way, your insur-
ance can be reinstated only by an
endorsement for that "object.”

If we suspend your insurance, you will get
a pro rata refund of premium for that "ob-
ject.” But the suspension will be effective
even if we have not yet made or offered a
refund. :

F. DEFINITIONS

1. "Accident” means a sudden and accidental
breakdown of the "object” or a part of the

"object.” At the time the breakdown occurs, it
must manifest itself by physical damage to the
"object” that necessitates repair or replace-
ment.

None of the following is an "accident:”

a. Depletion, deterioration, corrosion or ero-
sion;
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b. Wear and tear;

c. Leakage at any valve, fitting, shaft seal,
gland packing, joint or connection;

d. Breakdown of any vacuum tube, gas tube
or brush;

e. Breakdown of any electronic computer or
electronic data processing equipment;

f. Breakdown of any structure or foundation
supporting the “object” or any of its parts;
or

g. The functioning of any safety or protective
device.

Turbine Units have separate definitions of
"accident.” If insured, refer to the Turbine
Units Object Definitions endorsement.

If a strike, riot, civil commotion, act of sabo-
tage or vandalism results in an "accident,” this
insurance applies. However, the War and Mil-
itary Action Exclusion and the conditions of
this Coverage Part still apply.

“Object” means the equipment shown in the
Declarations. Full description of specific "ob-

ject” categories are found in the Object Defi- -

nitions endorsement attached to this Coverage
Form.

. “One Accident” means:

If an initial "accident” causes other "acci-
dents” ali will be considered “one accident.”
All "accidents” at any one location that mani-
fest themselves at the same time and are the
result of the same cause will be considered
“one accident.”

"Suit” means a civil proceeding to which this
insurance applies and that may include an ar-
bitration proceeding to which you must sub-
mit with our consent,

BM 00 25 09 88
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COMPREHENSIVE REVIEW

LIABILITY BASICS

Review

Four Elements of Negligence:

¢ Duty;

e TFailure to live up to duty;

Injury;

e Proximate cause.

Common General Liability Exposures:

Premises;

Operations;

Products; .

Completed Operations;
Contracts;

'Contingent Liability;

Personal Injury;
Advertising Injury.
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THE COMMERCIAL GENERAL
LIABILITY POLICY

Review
Two versions of the Commercial General Liability Policy:
® QOccurrence;

* (Claims-made.

Commercial General Liabflity coverages:
e« Coverage A — B.I and P.D. Liability;
* Coverage B — Personal and Advertising Injury;

* Coverage C — Medical Payments.

Major Supplementary Payment: Defense Costs.




OTHER LIABILITY COVERAGES

Review

Owners and Contractors Protective Liability Policy covers
the contingent liability of:

e Owners;

e Contractors.

Professional Liability:
e Malpractice;

e Errors and Omissions.

Comprehensive Personal Liability Policy:
¢ B.I and P.D. Liability;
® Medical Payments; _
e Physical Damage to Property of Others.

Umbrella Liability Excess to Underlying:
* Personal Liability Policies;
e Commercial Liability Policies.
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AUTOMOBILE INSURANCE
P.A.P. Liability and Medical Payments

Review

Personal Auto Policy (P.A.P.) — designed to address the vari-
ous risks associated with the personal use of an auto.

P.A.P. Covered Autos:

* private passenger auto, pickup or van shown
in Declarations;

¢ covered auto acquired during policy period;
¢ temporary substitutes.

Part A — Liability:
e B.I. and P.D. Liability;
¢ Supplementary Payments including cost of legal defense;
e Excludes loss caused by:
— workers’ compensation claims;
— use of vehicle as a livery;
— the automobile business;
— intentional acts.

Part B — Medical Payments covers:
* the named insured and family as passengers;
e other passengers of the insured auto.
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P.A.P. Uninsured Motorist
and Physical Damage

Review

Part C — Uninsured Motorist (U.M.) Coverage — protects the
insured and occupants of the insured vehicle against B.I. result-
ing from an auto accident with:

¢ Uninsured motorists;

* “Insureds” carrying less than financial responsibility
amount;

e Hit and run drivers.

‘Part D — Coverage for Damage to Your Auto: --
® (Collision — collision and upset;
o Comprehensive — other than collision, such as:
— Fire; | |
— Theft;
— Vandalism; -
— Animals;
— Glass breakage.
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WORKERS’ COMPENSATION INSURANCE

Review

Workers’ Compensation and Employers Liability Insurance
Policy Part | — Workers’ Compensation Insurance provides the
following benefits to employees on a no-fault basis:

e Unlimited Medical Benefits (including
Rehabilitation Benefits);

¢ Income Benefits;

¢ Funeral Benefits.

Part Il — Employers Liability Insurance:
e B.I. Limit per accident;
e B.I. Limit by disease — policy limit;

e B.I. Limit by disease — per employee.'
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Nonwaiver Agreements and Reservation of Rights Letters

Nonwaiver agreements and reservation of nghts letters serve the
following general purposes:

1. To advise the insured that any action taken by the insurance
company in investigating the cause of loss, or in ascertaining
the amount of loss, is not intended to waive or invalidate any
conditions of the policy.

2. To make clear that the intent of the agreement is to permit an
investigation of the claim and that neither party, the insured or
insurer, will thereby waive any of its respective rights or
obligations.

‘Nonwaiver Agreements. There are two types of nonwaiver
agreements: general and specific. Exhibit 5-1 shows an example of a
general nonwaiver agreement. A general nonwaiver agreement
includes as provisions items 1 and 2 in the preceding paragraph. This
type of agreement is commonly used in day-to-day claims adjusting
.whenever there is concern about investigating a claim before the
insured has substantially complied with the duties after loss conditions
of the policy.

A specific nonwoiver is used whenever the company becomes
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aware of a specific coverage problem or defense. This situation may
arise because of information provided in the initial report, during initial
contact with the insured, or during an inspection of the damaged
property. Exhibit 52 illustrates a specific nonwaiver agreement. It
contains the same provisions as a general nonwaiver agreement, but it
includes a blank space for the adjuster to enter the specific reason(s) for
the coverage question after the words: “Specifically, your policy:”. The
adjuster should fill in the specific policy provision(s) or exclusion(s) that
raise questions regarding coverage. The adjuster should then explain to
the insured the reasons for requesting a nonwaiver agreement, request
that he or she sign it, and provide a copy of the agreement to the
insured. General and specific nonwaiver agreements are usually
presented on preprinted forms provided by the insurer.

Reservation of Rights Letters. Reservation of rights letters
serve the same purpose as nonwaiver agreements, but they are in letter
form. They contain the same general provisions and may include a more
specific reason for the coverage question. Again, like the specific
nonwaiver, the letter should list the specific coverage part, provision, or
exclusion that may apply to the claims situation in question. Some
claims supervisors attach photocopies of the specific policy provisions at
issue so that there is no confusion on the part of the insured.
Reservation of rights letters also include wording by which the insurer
reserves the right to raise other coverage issues at a later date when
and if they become known.

Reservation of rights letters are usually sent to all named
insureds, sometimes with copies to loss payees, by certified mail, return
receipt requested, or are hand delivered so the insurance company has
evidence of the insured’s receipt of the letter. They are used whenever
face-to-face contact cannot be made, so that a nonwaiver agreement can
be obtained, or whenever the insured has refused to sign a nonwaiver
agreement. A reservation of rights letter is as effective as a nonwaiver
agreement as long as receipt by the insured can be shown. Some claims
managers prefer to use both nonwaiver agreements and reservation of
rights letters to ensure that notice to the insured of coverage questions
is clearly documented.
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ALASKA STATE SUPPLEMENT
A. LAWS, RULES AND REGULATIONS: ALL LINES
1. INSURANCE DIRECTOR

Introduction

Because insurance is an enterprise deemed to be "vested in the public interest,” it has come
under the close scrutiny of government regulation. For some time, state governments have
taken the initiative in monitoring insurers by issuing them charters and licensing their agents.
After some confusion as to the respective roles of federal and state governments, Congress
passed the McCarran-Ferguson Act (Public Law 15) in 1945 which declared that the regulation
of the insurance industry should remain with the individual states as long as they perform this
task adequately.

The purpose of state insurance regulation is to promote the welfare of the general public and
protect its interests. This is accomplished by:

*  monitoring insurer solvency;

*  reviewing insurer rate plans to ensure reasonable rates;

*  maintaining insurance availability.
Since insurance is a promise, it is very important that insurance companies remain solvent to
fulfill this promise to compensate the insured in the event of a loss.

A major component of solvency is rate adequacy. If rates are exorbitant, the consumer
suffers. If rates are too low, insurers suffer. If insurers suffer to the point of insolvency,
everyone suffers.

Finally, because insurance is so important to the general well-being of private individuals and
business entities, state insurance departments must ensure its availability by either requiring
private insurers to provide it or offering it themselves.

For example, automobile insurance is an area of insurance that is heavily regulated as is
malpractice insurance. Insurance companies often do not want to cover every motorist or
physician in need of insurance. As a result, the states have to intercede in such matters and act
in the public interest.

The insurance industry is regulated through the three state branches of government:

*  legislative; :

*  judicial;

* executive.
Each state's legislature enacts laws which impact every phase of an insurer's operation such as:
its formation and licensing; licensing of agents; insurance rates; marketing practices; claims
practices, etc. -
The judicial branch's influence is profound. New policies are interpreted by the courts. Older
policies are reinterpreted in light of the changing world which they address. And the courts
render opinions and interpretations on state insurance laws that impact insurer and insured
alike. _
Finally, each state has an insurance department headed by a director or superintendent, which
administers insurance laws and supervises the insurance industry in that state. In addition, as a
member of the National Association of Insurance Commissioners (NAIC), a national body
over a century old, the state insurance director/superintendent is responsible for keeping
abreast of insurance on a national scope.



A. Broad Powers

The Commissioner of Commerce appoints the Director of Insurance. The director serves at the
pleasure of the commissioner.

As chief executive officer, the director has the power to:

* administer the department’s work;

-+ * appoint and remove officers and other departmental employees;

*  perform the duties of the department through various divisions;

*  organize the work of the department; :

*  adopt and issue rules and regulations as established by law, or as necessary for efficient
departmental operation (no regularion may conflict with state law; lh&ﬂmz%f?f_

(" enact lawdno regulation or amendment is effective uniil it has been on file as a public
record for at least ten (10) days in the director's office);

*  institute legal proceedings for enforcement purposes;

* report to the governor and the legislature on department operations, annually, or as
requested or required by law;

=*-*  appoint advisory committees;

*  maintain departmental headquarters;

*  examine record of authorized insurers and licensed agents and brokers;

*  hold hearings on insurance matters; :

* impose penalties on individuals and companies found guilty of unfair or illegal
marketing practices connected with the sale of insurance; '

*  suspend, revoke or nonrenew an agent's license, giving the licensee not less than fifteen
(15) days' notice before the effective date of the license, subject to the right of the
licensee to have a hearing; and

*  perform any other function as prescribed by law. _

If a license is suspended by the Director of Insurance, -the ticensee may appeal to the superior
courr. :

Orders and notices of the director are not effective unless they are in writing signed by him/her
or by his/her authority. :
Every order must state its effective date and concisely state:

*  its intent or purpose; |

*  the grounds on which based; ' a

* the provisions of this title under which action is so taken or proposed to be taken -
(failure to designate a particular provision may not deprive the director of the right to
rely onit). o :

An order or notice may be given by mailing it, postage prepaid, addressed to the producer's
principal place of business as last of record in the director's office. A mailed order or notice is
considered given when mailed.

Finally, the Director of Insurance has the power to review the insurance records of licensees.
The records of a particular transaction must be kept available and open to the inspection of the
director at any business time during the five (5) years immediately afier the completion of the
transacrion. SA o

B. Adoption of Regulations : _
The director may promulgate reasonable regulations to effectuate the requirements of the



Insurance Code. No regulation may extend, modify, or conflict with any law of this state or
the reasonable implications of the law.

A regulation of the director's office may be made or amended only after a hearing of which
thirry (30) days' norice was given. If reasonably possible the director must set out the proposed
regulation or amendment in or with the notice of hearing.

No regulation or amendment as to which a hearing is required is effective until it has been on
file as a public record in the director's office for at leasr ren (10) days.

In addition to any other penalty provided, willful violation of a regulation subjects the violator
to the administrative penalty prescribed for that violation.

C.

Examination of Records

The director may examine the affairs, transactions, accounts, records, documents and assets of
each authorized insurer as often as he/she deems necessary.

Each domestic insurer must be examined in detail at least once every rhree (3) years. In
addition, the reserve liabilities,. including loss adjustment expense reserves, of each domestic
insurer must be examined annually. :

The director must examine insurers applying for an initial Certificate of Authority to transact
insurance in Alaska.

The director may examine the affairs, transactions, accounts, records, and assets of each
authorized and formerly authorized insurer and each licensed and formerly licensed ‘managing
general agent, reinsurance intermediary broker, reinsurance intermediary manager, surplus
«lines broker,-and surplus lines association as often as.the director considers advisable.

In scheduling and determining the nature, scope, and frequency of examinations, the director
may consider any factor or material that the director determines is appropriate, including:

*

*

the results of financial statement analysis and ratios;
competency of management or change of ownership;
actuarial opinions;

reports of independent certified pubic accountants;
number and nature of consumer complaints;

results of prior examinations;

frequency of prior violations of statute and regulation; and

criteria set out in the Examiner's Handbook most recently approved by the National
Association of Insurance Commissioners and in effect when the director conducts an
examination.

Examination of an alien insurer may be limited to its insurance transactions and affairs in the
United States. -

Examination of a reciprocal insurer may also include examination of its attorney-in-fact to the
extent that the transactions of the attorney-in-fact relate to the insurer.

In place of an examination by the director, the director may accept a full report of the last
recent examination of a foreign or alien insurer, certified to by the insurance supervisory
official of another state, territory, commonwealth, or district of the United States.

The director may use a contract examiner to carry out the functions of this section. The
selection of a contract examiner and the award of a contract is subject to state regulation,
-except when the director makes a written determinarion thar an emergency selecrion and
conrract award is necessary.

The director must examine a domestic insurer ar least once every three (3) years. The director
may examine a domestic insurer at any time when the director determines that an examination



or investigation is necessary. Unless the director determines an insurer is in danger of
becoming impaired, when the director intends to conduct an interim examination of a domestic
insurer covering the same subjects that were included in the scope of the last examination
report, the director must give az least ten (10) days' prior written norice stating the scope and
purpose of the examination. In this subsection, "interim examination” means an examination of
a domestic insurer that occurs within three (3) years after the start of the domestic insurer's
examination.

Every person being examined, or from whom informarion is sought, and its officers,
employees, agents, and representatives must:

*  provide to the director timely, convenient, and free access, at all reasonable hours at its
office, the books, accounts, records, documents, files, information, assets, and matters
in their possession or control relating to the subject of the examination including all
computer or other recordings relating to the property, assets, business, and affairs of
the person being examined; and

* facilitate and aid the examination as far as it is in the their power to do so, including
providing to the director; ar the expense of the person being examined, a copy of any
document requested during the examination.

The director may suspend, revoke, or refuse to issue or renew a license or authoriry of a
person engaging in the business of insurance or other business under the jurisdiction of the
director if the person or an officer, director, employee, or agent of the person refuses to submir
to examination or to comply with a reasonable written request of an examiner.

If the director finds financial or other records to be inadequate or inadequately kept or posted
or if an insurer's financial records are not kept as required by the Accounting Practices and
Procedures Manual currently approved by the National Associarion of Insurance
Commissioners (NAIC) after the director has issued an order citing the inadequacy of the
accounts and given a reasonable opportunity to complete or correct the accounting, the director
Jnay_employ experts to rewrite, post, or balance them af the expense of the person being
examined.

When conducting an examination under this section, the director may retain attorneys,
appraisers, independent actuaries, independent certified public accountants, or other
professionals and specialists as examiners, the reasonable cost of which must be paid by the
person being examined.

In conducting an examination under this section, the examiner must observe at a minimum
those guidelines and procedures set out in the Examiner's Handbook currently approved by the
National Association of Insurance Commissioners (NAIC) that are consistent with this
regulation.

D. Notice and Hearing

The director may conduct hearings on insurance matters as well as:
*  conduct investigations;
*  administer oaths;
*  interrogate licensees and others;

* jssue subpoenas to any licensee or any other person in connection with any
investigation, hearing or other proceeding.
The director may examine and investigate any person believed to be involved in an unfair
method of competition or deceptive practice related to insurance.
When the director suspects an individual or company of engaging in unfair methods of
competition or deceptive practices, an investigation is conducted and, if necessary, a hearing is
held. The individual or company charged must be given twenty (20) days' wnitten notice of
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the hearing time and date, and may be represented at it by legal counsel.

r At the hearing, the director may administer oaths, examine and cross-examine witnesses, issue
subpoenas, require evidence and receive oral and documented evidence. Hearings are
informal: the observance of formal rules of procedure and evidence is not required.

In conducting the hearing the director sits in a quasi-judicial capacity. Within thirty (30) days
after termination of the hearing, rehearing, or reargument, the director must make his/her
order on hearing, covering matters involved in the hearing, rehearing or reargument, and must
give a copy of the order to the same persons given notice of the hearing.

The order must contain a concise statement of the facts found by the director, his/her
conclusions, and the matters required by the Insurance Code.

The order may affirm, modify, or nullify a previous action or may constitute the taking of new
action within the scope of the notice of hearing.

A person aggrieved by an order of the direcror may appeal the order 1o the superior court,
using procedures provided by court rule.

After the hearing, the director decides if a violation has occurred. If so, a cease and desist
order will be issued, requiring that an unlawful action be stopped.

If an individual does not comply with the director's cease and desist order, the commission
may Iinstitute action in Superior Court to restrain further practices.

The director may modify or repeal any order issued in a case. The case may be reopened if
the laws or facts change.

Furthermore, the director may file charges for unfair methods of competition or deceptive acts
nor defined in the Code. If the charges are filed, the hearing will be conducted in the same
way as for charges that are defined.

N E.  Penalties

The Alaska Insurance Code provides penalties for violations of specific Code chapters and
activities such as:

*  licensing;

*  marketing practices;

*  cease and desist orders;
*  insurer activities.

(1) —Licensing "~ -~
In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of the licensing chaprer is subject to:
* a civil penalty equal to the compensarion promised, paid, or to be paid, directly or
indirectly, to a licensee in regard to each violation,

* either a civil penalty of not more than $10,000 for each violation or a civil penalty of
not more than 325,000 for each violation if the director determines that the person
willfully violated the provisions of this chapter; and

* denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty musr specify the time period within
which the civil penalty must be fully paid. The period may not be less than fifieen (15) days or
more than one (1) year after the date of the order.

Upon failure to pay a civil penalty when due, the director must revoke, without further
e hearing, all licenses of the licensee not already revoked.
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(2) Marketing Practices

On the complaint of a person or on the motion of the director, the director may conduct an
investigation to determine whether a person is engaged in an unfair method of competition or
unfair method of comperition or unfair or deceprive act or practice prohibited by this chapter.

irector determines that a person violated a provision of the Insurance Code covering
markering pracrices)>the director must serve upon the person charged an order requiring that
rson to cease and desist from engaging in the act or practice.

In addition to an order issued by regulation, the director may, after a hearing, order:
*  restitution; -
*  assess a penalty of not more thdn, $2,506) for each violarion; or
Q$2_5 ,_Q(_)Bor engaging in a general business practice in violation of this chapter.

If the director determines after a hearing that the person charged knew or should have known
that the person was in violation of this chapter, in addition to the penalty just described, may
order: -

*  a suspension or revocation of the person's license; and »
*  a penalty of not more tha @-o each violation; or
* §250,FOF/§0r engaging in the general business practice in violation of this chapter.

(3 Cease and Desist Order

If the director believes that a person has violated a cease and desist order 1ssued concerning an
illegal marketing activity, the director may certify the relevant facts o the superior court in the
appropriate district. In addition to the penalties and remedies provided by law, the superior
court, upon finding that the cease and desist order has been violated, may:

*  order the violator to comply with the order; :
*  pay an additional penalty of not more th SI,W0,000\pr
*  revoke or suspend the violator's license; and ' ‘
*  bar the violator from transacting the business of insurance in the future.

In determining the penalty imposed under this section, the director must consider:
*  the amount of loss caused by the violation;
*  the amount of benefit derived by the person by reason of the violation; and

*  other factors, including the seriousness of the violation, and deterrence of the violator
or others.

@ Insurer Activities

If the director determines, following an appropriate hearing, that an insurer has violated the
provisions of the Insurance Code pertaining to the following acts, the insurer is subject to
specified penalties:
*  countersignature requirements;
*  writing business through or paying commissions to an unlicensed producer or other
individual.
The specified penalty is a civil penalty of not more than $2,500 for each violarion.

The director may also suspend or revoke the certificate of authority of the insurer. However,
the violation in question does not invalidate the insurance contract.

Upon suspending or revoking an insurer's certificate of authority, the director must
immediately give notice to the insurer and to its agents of record in this state in the director's
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office.

The suspension or revocation will automatically suspend or revoke, as the case may be, the
authority of all its agents to act as agents of the insurer in this state. The director must state
this fact in the notice to agents.

The director must also publish notice of the revocation in one (1) or more newspapers of
general circulation in this state. '

2. DEFINITIONS

A. Authorized and Unauthorized
An insurance company licensed to do business in Alaska is said to be authorized in this state.

Conversely, an insurance company nor allowed to do business in Alaska is said to be
unauthorized.

B.  Domestic, Foreign and Alien
A domesric insurer in Alaska is an insurance company formed under the laws of Alaska.

A foreign insurer is an insurance company formed under the laws of a United States
junsdiction other than Alaska.

An alien insurer is an insurance company formed under the laws of a country other than the
United States, its districts, territories, commonwealth, possessions, and the Panama Canal
Zone. _ '

C. <Stock and Mutual

In addition to being classified by their location (domestic, foreign and alien), insurance
companies also are classified by their form of ownership and mode of operation (stock and
mutual). _

A stock insurance company is an incorporated company with its capital divided into shares.
Stock insurers are owned by their stockholders.

A nuuaual insurer is an incorporated company without permanent stock and owned by its
policyholders. S ’
D. Transacting Insurance
“Transacting insurance" includes:
*  soliciting insurance business;
*  negotiating or binding policies of insurance;
* communicating with insureds concerning insurance policies;
*  transmitting funds between insureds and insurers.

E. Certificate of Authority

A certificate of awthority is a legal document issued by the Department of Insurance to
insurance companies giving them authority to engage in the business of insurance in Alaska.

As a result, authorized or admitted insurers receive certificates of authority to operate in
Alaska.

Certificates of authority are to insurance companies what licenses.are to agents: a tangible
representation of state insurance department given authority.
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F. Premium

'.'Premium'_' means the consideration for insurance, by whatever name called, and by whatever
method paid or collected, including an assessment, or membership, policy, survey, inspection,
service or similar fee or charge made in consideration for an insurance contract.

In short, the premium is the amount of money that an insurer charges an insured for coverage.

The premium is determined by muitiplying a rate for a given line of insurance by the amount
of insurance (usually written in multiples of $1,000) desired.

3. LICENSING

A. Purposes
The purposes of licensing are to:
*  encourage improvement in the professional competence of insurance licensees;

*  provide maximum freedom of marketing methods for insurance, consistent with the
interests of the public in this state;

*  preserve and encourage competition at the consumer level;
= limit the adverse effects of imperfect competition on the cost of insurance;
*  regulate insurance marketing practices.

B. Persons Required to be Licensed

Resident individuals, partnerships and corporations wanting to solicit and negotiate contracts of
insurance in Alaska must be licensed by the insurance department as one of the following:

-*  insurance producer; N coltenc
~*  managing general agent; ¥ Q CW
*  third party administrator;
*  reinsurance intermediary broker;
*  reinsurance intermediary manager;
*  surplus lines broker;
*  independent adjuster.

For the protection of -the people of this state, the director may not issue or renew a license
except in compliance with this regulation. Furthermore, the director may not issue a license to
a person found by the director to be untrustworthy, incompetent, or who has not established to
the satdsfaction of the director that the person is qualified under this chapter.
To qualify for issuance or renewal of an individual or individual in the firm: license, an
applicant or licensee must comply with this regulation and:
* be 19 years of age or older with a high school or General Education Development
diploma or equivalent;
* .be a bona fide resident before issuance of the license and actually reside in the state, if
for a resident license;
*  successfully pass a required examination;
*  be a trustworthy person;
* ot use or intend to use the license for the purpose principally of writing "controlled

Ny business."”

“Controlled business is insurance written by a licensee on his/her own family or business
associates.
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A licensee may not eam or receive an aggregate amount in commission, service fees,
brokerage, or other valuable consideration, directly or indirectly represented by the controlled
business rhar exceeds 50 percens (50%) of the aggregate amount in compensation, commission,
service fees, brokerage, or other valuable consideration represented by all other insurance
business in a calendar year.

(1)  Insurance Producer
An insurance producer is a person (individual, partnership or corporation) who:
*  solicits, negotiates, effects, procures or delivers a policy of insurance; or
- ® renews, continues or binds a policy of insurance to the extent authorized by the insurer.
The term “insurance producer” includes agenzs and brokers.
An agenr is a person (individual, partnership or corporation) appointed by an insurer to:
* solicit applications for insurance or annuities on its behalf;
* effectuate and countersign (if authorized to do so) insurance contracts, except:
- life insurance; B
- disability insurance contracts; and
- annuities; and -
*  collect premiums.

A broker is a person (individual, parthership or corporation) who is not an agent of the insurer
and who, on behalf of the insured, for compensation as an independent contractor:

*  solicits, negotiates or procures insurance or reinsurance; or

*  aids in the solicitation, negotiation, procurement, renewal or continuance of insurance
or reinsurance.

In an insurance transaction,

ct =

eht represeiits the insufér; a broker, the ipsured.

(@  Producer Qualifications

In addition to the general qualifications for licensure, an applicant for issuance or renewal of
an insurance producer license must:

* possess the competence necessary to fulfill the responsibilities of an insurance

producer;

not_have had a license suspended or revoked within the previous four (4)-calendar

years, if previously licensed in good standing in this state as an insurance producer;

*  Jor a fraternal society limited insurance producer license: file with the application a
statement by an officer or director of the appointing fraternal society that affirms that
the society has satisfied itself that the applicant is trustworthy and competent to act as
its insurance agent; o

* either be currently registered with the federal Securities and Exchange Commission as a
broker-dealer or personally take and pass, to the satisfaction of the director, tests of the
knowledge and competence of the applicant concerning securities, for a license with a
scope that includes variable contracts; and

* maintain @ bond in the amount of $10,000, unless a greater amount is required by
another provision of this title. This requirement does nor apply to any licensee who acts
solely on behalf of admitted insurers as an agent and does not receive money required
to be received in the fiduciary account of the license.

*
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(b). Trainee Insurance Producers

Excepr for life, disability, and annuity insurance, a person who has not passed the required
examinations, but who otherwise meets the requirements for licensure, may be employed by a
licensed insurance producer as a trainee insurance producer.

Before a trainee may transact insurance, the licensed insurance producer employing the trainee
must apply to the director and receive the trainee insurance producer license.

The director will terminate a trainee insurance producer license unless the individual has:
~* not later than four (4) months after the effective date of the trainee insurance producer
license, complied with the insurance producer licensing requirements concerning the
insurance laws and regulations of this state; and
* within eight (8) months after the effective date of the trainee insurance producer
license, complied with the insurance producer licensing requirements concerning the
knowledge and comperence as well as the duties and responsibilities as a licensee.
Upon satisfying these requirements, a trainee insurance producer may apply within thirty (30)
days for an insurance producer license. ;

A licensed trainee insurance producer:

* must at all times be working at the direction and under the supervision of the
employing licensed insurance producer (File and record documentation must reflect the
direction and supervision; activities must be in the name of the employing licensed
insurance producer, who is responsible for all actions of the trainee insurance
producer.);

*  Is restricted to assisting the employing licensed insurance producer to:

- prepare applications; binders; certificates of insurance; schedules of equipment,
vehicles, drivers; loss notices to insurers; invoices; and

-  perform clerical functions for which a license is not required.

The file and record documentation must reflect compliance with these restrictions.

* may not transact business away from the place of business with clients or insurers
unless a licensed insurance producer physically accompanies the trainee.

In addition to any other penalty provided by law, the director may revoke the trainee license of
a trainee insurance producer that the director determines has violated the provisions of this
section. A licensee or other person having possession or custody of the license - must
immediately surrender the license to the director either personally or by certified mail.

In addition to any other penalty provided by law, if the director determines that the employing
licensed insurance producer knew or should have known that a trainee insurance producer
violated this section, the employing licensed insurance producer and firm, principal and
manager, if any, are subject to either of the following penalties:
* acivil penalty of not more than $10,000 for each violation; or
* a civil penalty of not more than $25,000 for each violation if the director determines
that the person willfully violated the provisions of the Insurance Code; and

* denial, nonrenewal, suspension or revocation of a license.

(c) Appointment of an Insurance Producer as an Agent

A person may not act as a representative of a particular admitted insurer, or accept applications
on behalf of an admitted insurer, unless the person is licensed as an insurance producer and is
or becomes an appointed agent of the admitted insurer.

An admitted insurer or managing general agent of an admitted insurer may not enter into an
agency agreement with an insurance producer unless the managing general agent and the



insurance producer are’ licensed and there is in effect a written agency agreement that

specifically sets out the duties, functions, powers, authority, and compensation of all parties to

the contract. The written agreement must be kept in the permanent records of the insurer or

g‘liranaging general agent, if any, and the insurance producer, and be open to inspection by the
ector.

All money collected for the account of an insurer must be held by the insurance producer.in a
duciary accoun: (one of trust). The insurance producer must comply with all applicable
fiduciary account statutes and regulations.

An agency agreement may not be assigned in whole or in part by the insurance producer.

If the agency agreement permits the insurance producer to settle a claim on behalf of the
insurer, the following activities are required:

* aclaim must be reported to the insurer within thirty (30) days;
* acopy of the claim file must be sent to the insurer;

*  all insurance claim files must be the property of the insurer or managing general agent,
if any, and insurance producer.

Note: Upon an order of liquidation of the insurer, the files become the sole property of the
insurer or the insurer's estate. The insurance producer must have reasonable access to
and the right to copy the files on a timely basis.

An insurance producer is subject to the unfair trade practices and fraud provisions of the
Insurance Code. :

An'’insurance producer may not.
*  bind reinsurance or retrocessions on behalf of the insurer;
*  commit the insurer to participate in insurance or reinsurance syndicates;
*  appoint an agent or subagent; _
* jointly employ an individual who is employed by the insurer or by the managing
general agent; or
*  delegate insurance producer authority to another person. e
An agency appointment may not extend, directly or indirectly, to a client for whom:
*  the insurance producer is a producing broker; or
*  insurance is exported to nonadmitted insurers.

A reinsurance intermediary manager (to be discussed) may not enter into an agency agreement
with an insurance producer unless both parties are licensed and there is in effect a written
agency agreement that specifically sets out the duties, functions, powers, authority, and
compensation of all parties to the agreement. The written agreement must be kept in the
permanent records of the reinsurance intermediary manager, the reinsurer, and the insurance
producer, and be open to inspection by the director. -

A written agreement must contain the following minimum provisions:

*  money collected for the account of a reinsurer must be held by the insurance producer
in fiduciary account and the insurance producer must comply with all applicable
fiduciary account statutes and regulations;

* the agreement may not be assigned in whole or in part by the insurance producer;

*  the agreement may not permit the insurance producer to settle claims on behalf of the
reinsurer or reinsurance intermediary manager; and
*  the insurance producer may not:

- jointly employ an individual who is employed with the reinsurer or reinsurance
intermediary manager; or



delegate insurance producer authority to another person.

(d)  Appointment of Insurance Producers as Brokers

A client who appoints an -insurance producer as its broker in this state or relative to a subject
resident, located, or to be performed in this state must execute a written contract that
specifically sets out the duties, functons, powers, authority, and com]gensation of the
insurance producer, if the broker is compensated by a fee paid the client or by a combination
of a fee paid by a client and a commission paid by an insurer with which coverage has been
placed. The written contract must be kept in the permanent records of the insurance producer
and be open to inspection by the director. :

‘The insurance producer may not lmowingly accept payment of a premium for coverage until
the coverage has been authorized by the insurer. This regulation does not apply to renewal of
existing coverage placed by the insurance producer, or to a premium deposit for the purchase
of insurance. A premium deposit must be returned to the client if coverage is not obiained
within ten (10) working days.

An insurance producer appointed as a client's broker may only receive compensation if the
compensation is a:

* fee that requires the insurance producer to offset or reimburse the client for the full
amount of a commission earned by the insurance producer;

*  combination of a fee paid by a client and a commission paid by an insurer with which
coverage is placed that may offset or reimburse a client for all or part of a commission
earned by the insurance producer if the amount of the commission is disclosed to the
client; or

*  commission paid by an insurer with which coverage has been placed.

A contract between a client and an insurance producer may not be assigned in whole or in part
by the insurance producer.

An insurance producer appointed as a broker by a client may act as an appoinzed agent of an
admitted insurer and may accept an application, bind coverage, and collecr a premium from
the client on behalf of the admitted insurer. -

A controlling insurance producer may not be appointed as a broker by a client in this state or
relative to a subject resident, located, or to be performed in this state unless:

*  the controlling insurance producer has disclosed in writing to the client the relationship
between the controlling insurance producer and the controlled insurer;

* each client has acknowledged receipt of the disclosure; and

* a copy of the acknowledged disclosure is maintained by the controlling insurance
producer in its records.

The records must be available for inspection by the director.

Money paid by a client to an insurance producer for insurance premiums must be held by the
insurance groduccr in a fiduciary account. The insurance producer must comply with
applicable fiduciary account statutes and regulations.
An insured is entitled to coverage or a return premium and the premium is considered received
by the insurer if:
* the premium payment made to the insurance producer was, at the time made,
designated for specific coverage; and
*  the insurer accepted or acknowledged coverage by issuing a policy binder or other
evidence of temporary insurance; or
*  the insurance producer received information from the insurer in the normal course of
business that the insurance had been granted. :
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(e) Operating Requirements for Controlling Insurance Producers

A "controlling insurance producer” is an insurance producer that, directly or indirectly,
controls an insurer.

A "controlled insurer,” in turn, is an admitted insurer that is controlled, directly or indirectly,
by an insurance producer.

If the aggregate amount of gross written premium on a business placed by a controlling
insurance producer exceeds five percent (5%) of the admirted assets of the conzrolled insurer
for a calendar year as reported in the insurer’s most recent financial statement, the controlling
insurance producer may not place business with the controlled insurer and the controlled
insurer may not accept business from the controlling insurance producer unless a writren
contract is in effect berween the parties thar:

* establishes the responsibilities of each party, indicates each party's share of
responsibility for each particular function, and specifies the division of responsibilities;

*  has been approved by the board of directors of the controlled insurer.
In addition, the written agreement must contain the following minimum provisions:

*  the controlled insurer may terminate the contract for cause upon written notice sent by
certified mail to the controlling producer and may suspend the authority of the
controlling insurance producer to write business during a dispute regarding the cause
for termination;

* the controlling insurance producer must render accounts to the controlled insurer
detailing all transactions including information necessary to support compensation,
commissions, charges, and other fees received by, or owing to, the controlling
producer;

* the controlling insurance producer must remit money due under the contract to the
controlled insurer ar least monthly,

*  premiums or installments collected must be due nor later than ninery (90) days after the
effective date of coverage placed with the controlled insurer;

*  money collected for the account of a controlled insurer must be held by the controlling
insurance producer in a fiduciary accoun:, except a controlling insurance producer not

- required to be licensed must maintain its fiduciary account in compliance with the
requirements of its domiciliary jurisdiction; _

* a licensed controlling insurance producer must comply with all applicable fiduciary
account statutes and regulations;

*  a fiduciary account must be used for all payments on behalf of the controlled insurer;

*  the controlling insurance producer must maintain separate records for each controlled
insurer in-a form usable by the controlled insurer; the controlled insurer or its
authorized representative must have the right to audit and the right to copy all accounts
and records related to the controlled insurer's business; the director, in addition to
authority granted in this.title, must have access to all books, bank accounts, and records
of the controlling insurance producer in a form usable to the director;

* the contract may not be assigned in whole or in part by the controlling insurance
producer;

¥ the controlled insurer must provide, and the controlling producer must follow, written
underwriting standards, rules, procedures, and manuals that must include the conditions
for acceptance or rejection of nisks, including:

- types of risks that may be written;
- maximum limits of liability;
- applicable exclusions;
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- territorial limitations;

- policy cancellation provisions;
- the maximum policy term;

- the rating system; and

- Dbasis of the rates to be charged;

*  the underwriting standards, rules, procedures, and manuals must be the same as those
applicable to comparable business placed with the controlled insurer by licensees other
than the controlling licensee; B .

* the rates and terms of the controlling insurance producer's compensation including
commissions, charges, and other fees may not be greater than those applicable to
comparable business placed with the controlled insurer by licensees other than the
controlling licensee;

*  the controlled insurer must establish a limit, that may be different for each kind or class
of business, on the amount of premium that the controlling insurance producer may
place with the controlled insurer in relation to the controlled insurer's surplus and total
writings;

* the controlled insurer must notify the controlling insurance producer if an applicable
limit is approached and the controlling insurance producer may nor place and the

controlled insurer may not accept business if the aforementioned limit has been
reached, :

* if the contract provides that the controlling insurance producer, on insurance placed
with the controlled insurer, is to be compensated contingent upon the controlling
insurer's profits on the placed insurance, the contingent compensation may not be
determined or paid until:

- at least five (5) years after the premiums are earned on casualty business and at least
one (1) year after the premiums are earned on any other insurance;

- alater period established by the director for specified kinds or classes of insurance; and
not until the profits have been verified;

*  the controlling insurance producer may negotiate but not bind reinsurance on behalf of
the controlled insurer on insurance that the controlling insurance producer places with
the controlled insurer. The controlling insurance producer may bind facultative
reinsurance contracts under obligatory agreements if the contract with the controlled
insurer contains reinsurance underwriting guidelines including, for both reinsurance
assumed and ceded, a list of reinsurers with which automatic agreements are in effect,
the co;rerage and amounts or percentages that may be reinsured, and commission
schedules. :

A controlling insurance producer may be examined by the director as if it were the controlled
insurer. i ' '

If the conservator, rehabilitator, or liquidator of a controlled insurer or formerly controlled
insurer has reason to believe that the controlled insurer or formerly controlled insurer suffered
loss or damage arising out of a failure to comply with this section by the controlling producer
or another person, the conservator, rehabilitator, or liquidator may maintain a civil action for
recovery of damages or other relief for the benefit of the controlled insurer or its estate.

If the director determines after a hearing that a controlling insurance producer caused losses
out of a violation of this section to a controlled insurer, the director may order the controlling
insurance producer to make restitution to the controlled insurer, the rehabilitator, or the
liquidator of the controlled insurer for the loss.

This regularion does not apply to:
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a person appointed to act on behalf of the controlled insurer as a managing general
agent;

* a person who receives no compensation based upon the amount of premiums written
with the controlled insurer and who places insurance only with: '

the controlled insurer;

the controlled insurer and an admitted member or admitted members of the insurer's
holding company system; or - ‘the controlled insurer's parent, affiliate, or
subsidiary if admitted in this state;

a person who does not accept insurance placements directly from an insured and who
only accepts insurance placements from a nonaffiliated subagent;

* a controlled insurer and its controlling insurance producer if, except for insurance
written through a residual market facility under this title, insurance placements are
accepted only from a controlling producer, an insurance producer controlled by the
controlled insurer, or a producer that is a subsidiary of the controlled insurer;

a risk retention group; or
a risk appointment plan or assigned risk pool.

(f) Penalties

In addition to any other penalty proQided by law, a person that the director determines has
violated the provisions of the Insurance Code pertinent to insurance producers is subject to:

* a civil penalty equal to the compensation promised, paid, or to paid, directly or
indirectly, to a licensee in regard to each violation;

* either a civil penalty of not more than $10,000 for each violation or a civil penalty of
not more than 325,000 for each violation if the director determines that the person
willfully violated the provisions of this chapter; and

*  denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty must specify the time period within
which the civil penalty must be fully paid. The period may not be less than fifieen (15) days or
more than one (1) year after the date of the order. .

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(2) .Managing General Agent -

A managing general agen: is a person (individual, partnership or corporation) that:
*  has authority to exercise general supervision over the business of one or more admitted

insurers; and _
*  performs administrative functions normally performed by the insurer, including:
- claims administration and payment; '
- marketing administration;
- agent appointment;
- premium accounting;

- premium billing;
- coverage verification;
- final underwriting authority; and
- certificate issuance.
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(a) Qualifications

In addition to the general qualifications previously described, to qualify for issuance or
renewal of a managing general agent license, an applicant or licensee must have ar least three
(3) years acrive working experience within the previous ten (10) calendar years in insurance
administrative funcrions which, in the director's opinion, exhibits the applicant's ability to
tqompetently perform the administrative functions for all kinds and classes of insurance applied
or.

The director may require that a managing general agent maintain:

* abond in an amount acceptable to the director and conditioned in that the managing
general agent will conduct business as required by this title; and

*  an errors and omissions insurance policy acceptable to the director.

(b)  :Trainee Managing General Agents

An individual licensed in this state as an insurance producer who does not have the experience
required to be licensed as a managing general agent, but who otherwise meets the requirements
may be employed by a licensed managing general agent as a trainee managing general agent,
subject to the provisions of this section.

Before an individual may transact insurance as a managing general agent, a managing general
agent employing the trainee managing general agent must submit to the director the application
of the trainee managing general agent with a required fee.

Upon satisfying the managing general agent experience requirement, a trainee managing
general agent may apply within thirty (30) days for a managing general agent license.

A trainee managing general agent must at all times be working at the direction and under the
supervision of the employing licensed managing general agent. File and record documentation
must reflect the direction and supervision. The activities of a managing general agent trainee
must be in the name of the employing managing general agent. A managing general agent who
employs a trainee is responsible for all actions of the trainee managing general agent.

A trainee managing general agent is restricted to:
*  assisting the employing licensed managing general agent in preparing applications;
binders; certificates of insurance; schedules of equipment, vehicles, drivers; loss
notices to insurers; and invoices; and :

*  performing clerical functions for which a license is not required.
The file and record documentation must reflect compliance with this subsection.
A trainee managing general agent may not transact business away from the place of business
with clients or insurer unless a licensed managing general agent physically accompanies the
trainee. '
In addition to any other penalty provided by law, the director may revoke the trainee license of
a trainee managing general agent ‘who the director determines has violated the provisions of

this section. A licensee or other person having possession or custody of the license must
immediately surrender the license to the director either personally or by certified mail.

If the director determines that the employing managing general agent knew of or should have
known that a trainee managing general agent violated this section, the employing managing
general agent and firm, principal, and manager, if any, are subject to the following penalties:
* a civil penalty equal to the compensation promised, paid, or to be paid, directly or
indirectly, to a licensee in regard to each violarion;, :
* either a civil penalty of not more than $10,000 for each violarion or a civil penalty of
not more than $25,000 for each violation if the director determines that the person
willfully violated the provisions of this chapter; and
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* denial, nonrenewal, suspension, or revocation of a license.
An order issued by the director that levies a civil penalty must specify the time period within
which the civil penalty must be fully paid. The period may not be less than fifteen (15) days or
more than one (1) year after the date of the order. ' ’

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(c)  Authority of Managing General Agents

A managing general agent has only the authority consistent with this title that is conferred by
an admitted insurer.

A managing general agent, resident or nonresident, qualified and licensed under this chapter,
may exercise the powers conferred by this title upon insurance producers and independent
adjusters only for the kinds or classes of insurance and within the scope authorized by the
insurer appointing the managing general agent.

(d)  Operating Requirements for Managing General Agents
An insurer may not transact business with a managing general agent unless:
*  the insurer holds a certificate of authority in this state;

*  the managing general agent is licensed or when the managing general agent is operating
only for a foreign insurer, is licensed by its resident insurance regulator in a state that
the director has determined has enacted provisions substantially similar to those
contained in this regulation and the state is accredited by the National Association of
Insurance Commissioners (NAIC);

*  a written contract is in effect between the fpzu'ties that establishes the responsibilities of
each party, indicates both party's share of responsibility for a particular function and
specifies the division of responsibilities.

This written contract between an insurer and a managing general agent must contain the
following provisions:

* the insurer may terminate the contract for cause upon written notice sent by certified
mail to the managing general agent. during a dispute regarding the cause for
termination; ’ ’

* the managing general agent must render accounts to the insurer detailing all transactions
and remit money due under the contract to the insurer ar least monthly;

* all money collected for the account of an insurer must be held by the managing general
agent in a fiduciary account; .

* the managing general agent must comply with all applicable fiduciary account statutes
and regulations; :

*  a fiduciary account must be used for all payments on behalf of the insurer;

* the managing general agent may not retain more than three (3) months estimated claims
payments and allocated loss adjustment expenses;

*  the managing general agent must maintain separate records for each insurer in a form
usable by the insurer; the insurer or its authorized representative must have the right to
audit and the right to copy all accounts and records related to the insurer's business; the
director, in addition to authority granted in this title, must have access to all books,
bank accounts, and records of the managing general agent in a form usable to the
director; L

*  the contract may not be assigned in whole or in part by the managing general agent..

If the contract permits the managing general agent to do underwriting, the contract must
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include the following:

the managing general agent's maximum annual prcmiufri volume;
the rating system and basis of the rates to be charged;

the types of risks that may be written;

maximum limits of liability;

applicable exclusions; -

territorial limitations;

policy cancellation provisions;

the maximum policy term; and

that the insurer must have the right to cancel or not renew a policy of insurance subject
to applicable state law.

If the contract permits the managing general agent to serrle claims on behalf of the insurer, the
contract must include the following:

written settlement authority must be provided by the insurer and may be terminated for
cause upon the insurer's written notice sent by certified mail to the managing general
agent or upon termination of the contract, but the insurer may suspend the settlement
authority during a dispute regarding the cause of termination;

claims must be reporred to the insurer within thirty (30) days;

a copy of the claim file must be sent to the insurer upon request or as soon as it
becomes known that the claim: ;

has the potential to exceed an amount determined by the director or exceeds the Iimi-t
set by the insurer, whichever is less;

involves a coverage dispute;

may exceed the managing general agent's claims settlement authority;
is open for more than six (6) months; '

involves extra contractual allegations; or

is closed by payment in excess of an amount set by the director or an amount set by the
insurer, whichever is less; |

each party must comply with unfair claims settlement statutes and regulations;
transmission of electronic data at least monthly if electronic claim files are in existence;
and _ :

claim files must be the property of both the insurer and managing general agent; upon
an order of liquidation of the insurer, the files must become the sole property of the

insurer or the insurer’s estate; the managing general agent must have reasonable access
and the right to copy the files on a timely basis;

if the contract provides for sharing of interim profits by the managing general agent,
and the managing general agent has the authority to determine the amount of the
interim profits by establishing loss reserves, by controlling claim payments, or in any
other manner, interim profits may not be paid to the managing general agent until:

one (1) year after they are earned for property insurance business and five (5) years
after they are earned on casualty business; -'

a later period established by the director for specified kinds or classes of insurance; and
the profits have been verified;

if the insurer is domiciled in this state or the managing general agent has a place of
business in this state, a copy of the contract must be filed with and approved by the
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director at least thirty (30) days before the managing general agent transacts business
on behalf of the insurer; and

* if the contract is not required to be approved in advance by the director, the insurer
must provide written notification to the director within thirty (30) days of the entry into
or termination of a contract with a managing general agent; the notice must include a
statement of duties to be performed by the managing general agent on behalf of the
insurer, the kinds and classes of insurance for which the managing general agent has
authorization to act, and other information required by the director.

The managing general agent may nor:

*  bind reinsurance or retrocessions on behalf of the insurer, except that the managing
general agent may bind facultative reinsurance contracts under obligatory agreements if
the contract with the insurer contains reinsurance underwriting guidelines including, for
both reinsurance assumed and ceded, a list of reinsurers with which automatic
agreements are in effect, the coverage and amounts or percentages that may be
reinsured, and commission schedules;

*  commit the insurer to participate in insurance or reinsurance syndicates;

*  appoint a subagent unless the scope of the subagent's license as an insurance producer
includes the kinds and classes of insurance for which the subagent is appointed;

* pay or commit the insurer to pay a claim, net of reinsurance, the amount of which
exceeds one (1) percent of the insurer's policyholder's surplus as of December 31 of
the last completed calendar year without the prior written approval of the insurer for
the settlement and the approval is received after the insurer has been notified in writing
that the claim settlement will exceed one (1) percent of the insurer's policyholder's
surplus as of December 31 of the last completed calendar year;

* collect a payment from a reinsurer or commit the insurer to a claim settlement with a
reinsurer without prior written approval of the insurer, but if prior written approval is
given, a complete report must be forwarded to the insurer within thirty (30) days;

*  permit a subagent to serve on the insurer's board of directors;
*  jointly employ an individual who is employed with the insurer; or
*  delegate managing general agent authority to another person.

A managing general agenr must annually provide and an insurer must annually obtain a copy
of certified financial statements of each managing general agent with which the insurer has
done business. The financial statements must be prepared by an independent certified public
accountant if the managing general agent produces or underwrites an amount of gross written
premium equal to more than five (5) percent of the policyholder's surplus in a quarter or year,
as reported in the insurer's last annual statement.

In addition to any other required loss reserve certification, if a managing general agent
establishes loss reserves, the insurer must annually obtain the opinion of an independent
qualified actuary attesting to the adequacy of loss reserves established for losses incurred and
outstanding on business produced by the managing general agent. The insurer retains an
independent responsibility to determine the adequacy of its loss reserves, including those
established by its managing general agents.

An insurer must at least semiannually conduct an on-site review of the underwriting and claims
processing operations of the managing general agent if the managing general agent produces or
underwrites an amount of gross written premium equal to more than five (3) percent of the
policyholder’s surplus in a quarter or year, as reported in the insurer's last annual statement.

An insurer must review its books and records quarterly to determine if a person or insurance
producer has acted as its managing general agent. If an insurer determines that a person or
insurance producer has acted as its managing general agent, the insurer must promptly notify
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the person or insurance producer and the director of the determination and the insurer and
person or insurance producer must fully comply with the provisions of this regulation within
thirty (30) days.

An insurer may not appoint to its board of directors an officer, director, employee, subagent,
insurance producer, or controlling shareholder of its managing general agent.

The actual or apparently authorized acts of the managing general agen:t are considered the
acts of the insurer upon whose behalf it is acring. - _

A managing general agent may be examined by the director as if it were the insurer.

If the director determines after a hearing that a managing general agent caused loss arising out
of a violation of the Insurance Code to an insurer, the director may order the managing general
agent to make restitution to the insurer, the rehabilitator, or the liquidator of the insurer for the
loss. Restitution ordered under this provision is in addition to any other liability of the
managing general agent and does not affect the rights of a policyholder, claimant, creditor, or

third party. -.°
(e)  Penalties

In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of the Insurance Code pertinent to insurance producers is subject to:

* a civil penalty equal to the compensation promised, paid, or to paid, directly or
indirectly, to a licensee in regard to each violarion;

*  either a civil penalty of not more than 310,000 for each violation or a civil lg:nalty of
not more than $25,000 for each violation if the director determines thar person.
willfully violated the provisions of this chaprer; and

* denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty must specify the rime period within
which the civil penalty must be fully paid. The period may not be less than fifteen (15) days or
more than one (1) year afier the date of the order. :

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(3) {Third Party Administrators

A third party administratoris a person (individual, partnership or corporation) who performs
the following admunistrative functions for residents of this state or residents of other states
from a place of business in this state in regard to life insurance, disability insurance or
annuities: - -

claims administration and payment;

marketing administrative functions;

premium accounting;

premium billing;

coverage verification;

underwriting authority; or

certificate issuance.

‘e & o =3k
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(@)  Registration Required

A person may not act as or represent to be a third-party administrator in this state or relative to
a subject resident, located, or to be performed in this state, unless registered under this chapter
or in another jurisdiction. A person may not act as or represent to be a third-party
administrator representing an insurer domiciled in this state regarding a risk located outside
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this state unless registered by this state under the provisions of this chapter.

A third-party administrator may not transact business for a kind or class of insurance for which
the person is not registered.

A person who performs administrative functions, including claims administration and payment,
marketing administrative functions, premium accounting, premium billing, coverage
verification, underwriting authority, or certificate issuance in regard to insurance as a third-
party administrator must be registered as a third-party administrator unless the person only
investigates and adjusts claims and is licensed as an independent adjuster (to be discussed).

A third-party administrator may not use a fictitious name or alias unless the licensee's legal
name and fictitious name or alias are on the registration.

A person who is an employee of an admitted insurer, who acts within the course and scope of
that employment, and within the scope of the insurer's certificate of authority is nor required
to be registered.

A person who performs management services for an admitted insurer is nor required to be
regisiered as a third-party administrator if the person's compensation is not based on the
volume of premium written and the person:

* 1s a wholly-owned subsidiary of the admitted insurer;
~  wholly owns the admitted insurer;

* is a wholly-owned subsidiary of the insurance holding company that owns or controls
the admitted insurer; :

* is a United States manager of the United States branch of an alien admitted insurer; or

* is a manager of a group, association, pool, or organization of admitted insurers that
does joint underwriting if it is subject to examination by the authorized insurance
regulator in the state in which the person's principal place of business is located.

A credit union or a financial institution subject to supervision or examination by federal or
state banking authorities, or a mortgage lender, that performs no functions other than
advancing premiums to the insurer and collecting a debt from the insured is nor required to be
registered as a third-party administrator. : -

A credit card issuing company that performs no functions, including adjustment or settlement
of claims, other than advancing and collecting premiums from its credit card holders who have
authorized collection is nor required to be registered as a third-party administrator.

A person who only provides services to bona fide employee benefit plans that are established
by an employer or an employee organization, or both, for which the insurance laws of this
state are preempted under the Employee Retirement Income Security Act of 1974, is no:
required to be additionally registered as a third-party administrator if the person certifies to the
director on or before February 1 of each year its exempt status.

A third-party administrator:
™ must apply for registration;
*  must renew its registration; and

* 1s subject to hearings and orders on violations; denial, nonrenewal, suspension, or
revocation of registration; penalties; and surrender of registration under the procedures
set out in the Alaska Insurance Code.

(b) Qualifications

The director may not issue or renew a registration for a person, found by the director to be
untrustworthy, incompetent, financially irresponsible, or who has not established to the
satisfaction of the director that the person is qualified.

To qualify for issuance or renewal of a registration, an applicant or registrant must:
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*  be a trustworthy person; :

" have active working experience in administrative. functions that, in the director's
opinion, exhibits the ability to competently perform the administrative functions of a
third-party administrator; :

* not have committed an act that is a cause for denial, nonrenewal, suspension, or
revocation of a registration in this state or another jurisdiction;

- * if a corporation or partnership:

- maintains a lawfully established place of business in this state, except when licensed as
a nonresident; : :

- discloses to the director all officers, directors, or partners, and whether or not they are
licensed in this state or another jurisdiction;

- designates an officer or partner responsible for the firm's compliance with the
: insurance statutes and regulations of this state;
* provide in or with its application:
- all basic organizational documents of the third-party administrator, including articles of
incorporation, articles of association, partnership agreement, trade name certificate,

trust agreement, shareholder agreement and other applicable documents and all
endorsements to the required documents;

- the bylaws, rules, regulations or similar documents regulating the internal affairs of the
administrator; :

- the names, mailing addresses, physical addresses, official positions, and professional
qualifications of persons who are responsible for the conduct of affairs of the third-
party administrator; including the members of the board of directors, board of trustees,
executive committee or other governing board or committee; the principal officers in
the case of a corporation or the partners or members in the case of partnership or
association; shareholders holding directly or indirectly ten percent (10%)more of the
voting securities of the third-party administrator; and any other person who exercises
control or influence over the affairs of the third-party administrator;

- certified financial statements for the prior to (2) years prepared by an independent
certified public accountant that establish that the applicant is solvent, that the
applicant's system of accounting, internal control, and procedure is operating
eftectively to provide reasonable assurance that money is promptly accounted for and
paid to the person entitled to the money, and any other information that the director
may require to review the current financial condition of the applicant; and

- a statement describing the business plan, including information on staffing levels and
activities proposed in this state and in other jurisdictions and providing details
establishing the third-party administrator's capability for providing a sufficient number
of experienced and qualified personnel in the areas of claims handling, underwriting,
and record keeping; o

*  provide to the director documents necessary to verify the statements contained in or in
connection with the application; and -

* notify the director within thirty (30) days in writing by certified mail of a change in
principal or manager, residence, place of business, mailing address, phone number;
suspension or revocation of an insurance license or registration by another state or
junisdiction; or a conviction of a misdemeanor or felony of the third-party
administrator, its officers, directors, partners, owners, or employees.

The director may require that a third-party administrator maintain:

* abond in an amount acceptable to the director and conditioned in that the third-party
administrator will conduct business as required by this title; and
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an errors and omissions insurance policy acceptable to the director.

If the director finds that the applicant or registrant is qualified and that application,
registration, or renewal fees have been paid, the director may issue or renew the registration.

(c)

Operating Requirements for Third-Party Administrators

An insurer may not transact business with a third-party administrator unless:

=

e

the insurer holds a cerificate of authority in this state;

the third-party administrator is registered in Alaska or, when the third-party
administrator 1s operating only for a foreign insurer, is registered as a third-party
administrator by the third-party administrator's resident insurance regulator in a state
that the director has determined has enacted provisions substantially similar to those
contained in the Alaska Insurance Code and that is accredited by the National
Association of Insurance Commissioners;

the third-party administrator provides the director on January 1, April 1, July 1, and
October 1 of each year: "

a list of current employees, idenufying those transactng business in this state or upon a
subject resident, located or to be performed in this state;

a list of current insurers under contract; and

other information the director may require;

a written contract is in effect between the parties that establishes the responsibilities of
each party, indicates both partes’ share of responsibility for a particular function, and
specifies the division of responsibilities.

In additon, there must be in effect a wrirten contracr between the insurer and third-party
administrator that contains the following provisions:

x*

the insurer may terminate the contract for cause upon written notice sent by certified
mail to the third-party administrator and may suspend the underwriting authority of the
third-party administrator during a dispute regarding the cause for termination; but the
insurer must fulfill all lawful obligations with respect to policies affected by the written
agreement, regardless of any dispute between the insurer and the third-party
administrator;

the third-party administrator must render accounts to the insurer detailing all
transactions and remit all money due under the contract to the insurer at least monthly;

all money collected for the account of an insurer must be held by the third-party
administrator in a fiduciary account;

the third-party administrator must comply with all applicable fiduciary account statutes
and regulations;

a fiduciary account must be used for all payments on behalf of the insurer;

the third-party administrator may not retain more than three (3) months estimated
claims payments and allocated loss adjustment expenses;

the third-party administrator must maintain separate records for each insurer in a form
usable by the insurer; the insurer or its authorized representative must have the right to
audit and the right to copy all accounts and records related to the insurer's business; the
director, in addition to other authority granted in this title, must have access to all
books, bank accounts, and records of the third-party administrator in a form usable to
the director; any trade secrets contained in books and records reviewed by the director,
including the identity and addresses of policyholders and certificate holders, must be
kept confidential, except that the director may use the information in a proceeding
instituted against the third-party administrator or the insurer;
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* the contract may not be assigned in whole or in part by the third-party administrator;

* if the contract permits the third-party administrator to do underwriting, the contract
must include the following:

- the third-party administrator's maximum annual premium volume;

- the rating system and basis of the rates to be charged: :

- the types of risks that may be written;

- maximum limits of liability;

- applicable exclusions;

- territorial limitations;

- policy cancellation provisions;

- the maximum policy term; and

- that the insurer must have the right to cancel or not renew a policy of insurance subject
to applicable state law;

* if the contract permits the third-party administrator to administer claims on behalf of
the insurer, the contract must include the following:

- written settlement authority must be provided by the insurer and may be terminated for
cause upon the insurer's written notice sent by certified mail to the third-party
administrator or upon the termination of the contract, but the insurer may suspend the
settlement authority during a dispute regarding the cause of termination;

- claims must be reported to the insurer within thirty (30) days;

- a copy of the claim file must be sent to the insurer upon request Or as soon as it
becomes known that the claim has the potential to exceed an amount determined by the
director or exceeds the limit set by the insurer, whichever is less, involves a coverage
dispute, may exceed the third-party administrator's claims settlement authority, is open
for more than six (6) months, involves extra contractual allegations, or is closed by
payment in excess of an amount set by the director or an amount set by the insurer,
whichever is less; : :

- each party to the contract must comply with unfair claims settlement statutes and
regulations;

- transmission of electronic data must occur at least monthly if electronic claim files are
in existence; and

- claim files must be the sole property of the insurer; upon an order of liquidation of the
insurer, the third-party administrator must have reasonable access to and the right to
copy the files on a timely basis; and _

*  the contract may not provide for commissions, fees, or charges contingent upon savings
obtained in the adjustment, settlement, and payment of losses covered by the insurer's
obligations; but a third-party administrator may receive performance-based
compensation for providing hospital and other auditing services or may receive
compensation based on premiums or charges collected or the number of claims paid or
processed.

If the insurer is domiciled in this state or the third-party administrator has a place of business
in this state, a copy of the contract must be filed with and approved by the director at least
thirty (30) days before the third-party administrator transacts business on behalf of the insurer.
If the contract is not required to be approved in advance by the director, the insurer must
provide written notification to the director within thirty (30) days of the entry into or
termination of a contract with a third-party administrator.

The notice must include:
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*  a statement of duties to be performed by the third-party administrator on behalf of the

' insurer;

* the kinds and classes of insurance for which the third-party administrator has
authorization to act; and

*  other information required by the director.

If the contract provides for the third-party administrator to receive or collect premiums,
payment by or on behalf of the insured of premiums for insurance to the third-party
administrator must be presumed to have been received by the insurer. Payment of return
grerniums or claim payments forwarded by the insurer to the third-party administrator may not
be presumed to have been received by the person entitled to the money until the payments are
received by the insured or claimant. Nothing in this subsection limits the rights that the insurer
may have against the third-party administrator resulting from failure of the third-party
administrator to make payments to persons entitled to money.

Policies, certificates, booklets, termination notices or other written communications delivered
by the insurer to the third-party administrator for delivery to the insured or covered individuals
must be delivered by the third-party administrator within ten (10) days after receipt of
instructions from the insurer to deliver them.

When the services of a third-party administrator are utilized, the third-party administrator must
provide a written notice, approved in writing by the insurer, to a covered person advising the
person of the identity of the insurer and the relationship between the third-party administrator.
the policyholder, and the insurer. '

A third-party administrator may not:
*  bind reinsurance or retrocessions on behalf of the insurer;
*  commit the insurer to participate in insurance or reinsurance syndicates;

*  appoint a subagent unless the scope of the subagent's license as an insurance producer
includes the kinds and classes of insurance for which the subagent is appointed and
there is in effect a written agency agreement that specifically sets out the duties,
functions, powers, authority, and compensation of all parties to the contract;

* pay or commit the insurer to pay a claim, net of reinsurance, the amount of which
exceeds one percent (1%) of the insurer's policyholder's surplus as of December 31 of
the last comgleted calendar year without prior written approval of the insurer for the
settlement (the approval of an insurer must be received after the insurer has been
notified in writing that the claim settlement will exceed one percent (1%) of the
insurer's policyholder's surplus as of December 31 of the last completed calendar
year);

*  collect a payment from a reinsurance or commit the insurer to a claim settlement with a
reinsurer without prior written approval of the insurer, but if prior written approval is
given, a complete report must be forwarded to the insurer within thirty (30) days;

*  serve on the insurer's board of directors;
= jointly employ an individual who is employed by the insurer;
*  delegate third-party administrator authority to another person;

* solicit applications for insurance or renewals directly through employees or by
appointments of insurance producers as its subagents unless its employees. of the
insurance producers are -licensed for the kinds or classes of insurance and the
solicitation or renewals are within the scope of authority granted by the insurer
contracting with the third-party administrator; or

= advertise the business underwritten by an insurer unless the advertising has been
approved in writing by the insurer in advance of its use.




A third-party administrator must annually provide to the insurer and an insurer must annually
obtain a copy of certified financial statements prepared by an independent certified public
accountant of each third-party administrator with which the insurer has done business.

In addition to any other required loss reserve certification, if a third-party administrator
establishes loss reserves, the insurer must annually obtain the opinion of an independent
qualified actuary attesting to the adequacy of loss reserves established for losses incurred and
outstanding on business produced by the third-party administrator. The insurer retains an
independent responsibility to determine the adequacy of its loss reserves, including those
established by its third-party administrators.

If a third-party administrator provides services for more than 100 certificate holders on behalf
of an insurer, the insurer must ar least semiannually conduct a review of the operations of the
third-party administrator. At last one review must be an on-site review.

A third-party administrator must maintain records as required by regulation.

An insurer may not appoint to its board of directors an officer, director, employee, subagent,
insurance producer, or controlling shareholder of its third-party administrator.

An actual or apparently authorized act of the third-party administrator is considered to be the
act of the insured upon whose behalf the third-party administrator is acting.

A third-party administrator may be examined by the director as if it were the insurer.

If the director determines after a hearing that a third-party administrator caused loss arising out
of a violation of the Insurance Code, the director may order the third-party administrator to
reimburse the insurer, the rehabilitator, or the liquidator of the insurer for the loss.
Reimbursement ordered under this subsection is in addition to any other liability of the third-
party administrator and does not affect the rights of a policyholder, claimant, creditor, or

third-party.

(d) Penalties

In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of this chapter is subject to:

* a civil penalty equal to the compensation Fromised, paid, or to be paid directly or
indirectly, to a licensee in regard to each violarion; _

* . either a civil penalty of not more than $10,000 for each violation or a civil penalty of
not more than $25,000 for each violation if the director determines that the person
willfully violated the provisions of this chaprer; and

*  denial, nonrenewal, suspension or revocation of a license.

An order issued by the director that levies a civil penalty must specify the time period within
which the penalty must be fully paid. The period may nor be less than fifteen (15) days or more
than one (1) year after the date of the order. : :

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked. : '

(4)  Reinsurance Intermediary Broker

"Reinsurance” is insurance for insurers. Through reinsurance, one insurance company (ceding
insurer) reduces its exposure by transferring (ceding) some or all of its business to another
insurer (the assuming insurer). - _

The assuming insurer is also known as the reinsurer. . -
When business is reinsured on a risk by risk basis, it is called facultative reinsurance.

When business is reinsurance on a regular percentage basis, it is called rreary reinsurance.
Reinsurance allows one insurer to write a very large risk and then cede as much of the risk as
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needed. Without this capacity tw write larger risks, some insurers would never be able.to
grow.

Reinsurance is a transaction between insurance companies. The original insured is not aware of
the transaction. ' ;

A reinsurance intermediary is a person (individual, partnership or corporation) who acts as a
producer in:

* soliciting, negotiating or procuring the making of a reinsurance contract or binder on
behalf of a ceding admitted insurer; or

™ accepting a reinsurance contract or binder on behalf of an assuming admitted insurer.

A reinsurance intermediary broker is a person (individual, partnership or corporation) who
solicits, negotiates or places reinsurance cessions Or retrocessions (reinsurance of a reinsurer)
on behalf of a ceding admitted insurer withour the authority 1o bind reinsurance on behalf of
the insurer.

(@) Qualifications

In addition to the general qualifications to qualify for issuance or renewal of a reinsurance
intermediary broker license, an applicant or licensee must have at least three (3) years active
working experience within the previous ten (10) calendar years i insurance administrative
functions, that, in the director’s opinion, exhibit the applicant's ability to competently perform
the functions for all kinds and classes of insurance applied for.

The director may require that a reinsurance intermediary broker maintain:

* abond in an amount acceptable to the director in favor of insurers and this state, and
with a condition in that the reinsurance intermediary broker conduct business as
required under this title; and

* an errors and omissions insurance policy acceptable to the director.

(b)  Trainee Reinsurance Intermediary Brokers

An individual licensed in this state as an insurance producer, who does not have the experience
required of a reinsurance intermediary broker but who otherwise meets the requirements may
be employed by .a.licensed reinsurance intermediary broker as a trainee reinsurance
intermediary broker, subject to the provisions of this section. -

Before an individual may transact as a trainee reinsurance intermediary broker, the reinsurance
intermediary broker employing the trainee reinsurance intermediary broker must submit to the
director the application of the trainee reinsurance intermediary broker, with the required fee
and receive the trainee reinsurance intermediary broker license. - )

Upon satisfying the experience requirement, a trainee reinsurance intermediary broker must
apply within thirty (30) days for a reinsurance intermediary broker license. -

A trainee reinsurance intermediary broker must at all times be working at the direction and
under the supervision of the employing licensed reinsurance intermediary broker, and the file
and record documentation must reflect the direction and supervision. Insurance activities must
be in the name of the employing reinsurance intermediary broker who is responsible for all
actions of the trainee reinsurance intermediary broker.

A trainee reinsurance intermediary broker is restricted to:

* assisting the employing licensed reinsurance intermediary broker in preparing
applications; binders; certificates of insurance; schedules of equipment, vehicles, and
dnivers; loss notices to insurers, and invoices; and

~*  performing clerical functions for which a license is not required.
The file and record documentation must reflect compliance with this subsection.
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A traines reinsurance intermediary broker may not transact business away from the place of
business with clients, insurers, or reinsurers unless a licensed reinsurance intermediary broker

physically accompanies the traines.
In addition to any other penalty provided by law:

* the director may revoke the license of a trainee reinsurance intermediary broker who
the director determines has violated the provisions of this section (a licensee or other
person having possession or custody of the license must immediately surrender the
license to the director either personally or by certified mail);

*  if the director determines that the employing reinsurance intermediary broker knew of
or should have known that a trainee reinsurance intermediary broker violated this
section, the employing reinsurance intermediary brcker and firm, principal and
manager, if any, are subject to the following penalties:

- a civil penalty equal to the compensation promised, paid, or to be paid directly or
indirectly, to a licensc: in regard to each violation;

- either a civil penalty of not more than $10,000 for each violarion or a civil penalty of
not more than 323,000 for each violation if the director determines thar the person
willfully violated the provisions of this chapter; and

- denial, nonrenewal, suspension or revocation of a license.

An order issued by the director that levies a civil penalty must specify the time period within
which the penalty must be fully paid. The period may not be less than fifieen (15) days or more
than one (1) year after the date of the order.

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(¢) -Operating Requirements for Reinsurance Intermediary Brokers
An insurer may not transact business with a reinsurance intermediary broker unless:

*  the insurer holds a certificate of authority in this state;

*  the reinsurance intermediary broker is licensed in this state; and

*  there is in effect a written contract between the parties that:

- establishes the responsibilities of each party; _

- Indicates each party's share of responsibility for each particular function; and

- specifies the division of responsibilities.
The written contract must be kept in the permanent records of the insurer and the reinsurance
intermediary broker, be open (o inspection by the director, and must contain the following
minimum provisions:

*  the insurer may terminate the reinsurance intermediary broker's authority at any time
by written notice sent by certified mail;

* the reinsurance intermediary broker must render accounts to the insurer detailing all
transactions including information necessary to support all commissions, charges, and
other fees received by or owing to the reinsurance intermediary broker and remit the
money due under the contract to the insurer within thirty (30) days of receipt;

* money collected for the account of an insurer must be held by the reinsurance
intermediary broker in a fiduciary account; the reinsurance intermediary broker must
comply with applicable fiduciary account statutes and regulations;

= the reinsurance intermediary broker must maintain separate accounts and records for
each insurer and maintain the records in a form usable by the insurer; the insurer, or the
authorized representative of the insurer must have access and the right to audit and the
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right to copy all accounts and records related to the insurer's business; the director, in
addition to the other authority granted in this title, must have access to all books, bank
accounts, and records of the reinsurance intermediary broker in a form usable to the
director;

*  the insurer must establish written standards for the cession or retrocession of all risks,
and the reinsurance intermediary broker must comply with those standards;

the reinsurance intermediary broker must disclose to the insurer all its relationships
with insurers and reinsurers to whom risks are ceded or retroceded; and

* the contract may not be assigned in whole or in part by the reinsurance intermediary
broker. '

A domestic insurer may use a nonresident reinsurance intermediary broker who is not licensed
under this chapter if the person is licensed in good standing as a resident reinsurance
intermediary broker by an insurance regulator of another state that is accredited by the
National Association of Insurance Commissioners.
Upon written request, the director may grant written permission for a domestic insurer to use
an alien reinsurance intermediary broker not licensed by, and without a place of business in, a
Jurisdiction subject to accreditation by the National Association of Insurance Commissioners if
the alien reinsurance intermediary broker is licensed in good standing by its domiciliary
insurance regulator. The domestic insurer and unlicensed reinsurance intermediary broker are
subject to all other requirements of this section.

An insurer may not employ a person who is employed by a reinsurance intermediary broker
with which it transacts business, unless the reinsurance intermediary broker is under common
control with the insurer.

A reinsurance intermediary broker must annually provide and an insurer must annually obtain
a copy of certified financial statements of each reinsurance intermediary broker with which the
insurer has done business, prepared by the independent certified public accountant.

If the director determines after a hearing that a reinsurance intermediary broker caused losses
arising out of a violation of the Insurance Code to an insurer or reinsurer, the director may
order the reinsurance intermediary broker to make restitution to the insurer, reinsurer,
rehabilitator, or liquidator of the insurer or reinsurer for the net losses incurred by the insurer
or reinsurer.

Restitution ordered under this subsection is in addition to any other liability of the reinsurance
intermediary broker and does not affect the rights of a policvholder, claimant, creditor, or
third party.

(d) Reinsurance Intermediary Broker Records

In addition to any other records requirements under this title, a reinsurance intermediary
broker must maintain in organized form a record of each transaction including:

*  the type of contract, limits, underwriting restrictions, classes of risks, and territory;

* the period of coverage, including effective and expiration dates, cancellation
provisions, and required notice of cancellation;

*  the reporting and settlement requirements of balances;
*  the rate used to compute the reinsurance premium;
*  the names and addresses of reinsurers;

* the rate of all reinsurance commissions, including the commissions on retrocessions
handled by the reinsurance intermediary broker;

*  the related correspondence and memoranda;
*  the proof of placement;
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the details regarding retrocessions handled by the reinsurance intermediary broker
including the 1dentity of retrocessionaires and the percentage of each contract assumed
or ceded;
the financial records of premium and loss accounts; )
if the reinsurance intermediary broker procures a reinsurance contract on behalf of an
admitted ceding insurer;
written evidence directly from an assuming reinsurer that it has agreed to assume the
risk; or
written evidence, if placed through a representative of the assuming reinsurer other
than an employee, that the reinsurer had delegated binding authority to the
representative; and

*  additional information that is customary or that may be required by the director.

()  Penalty

In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of this chapter is subject to: '

* a civil penalty equal to the compensation promised, paid, or to be paid directly or
indirectly, to a licensee in regard to each violarion;

= either a civil penalty of not more than $10,000 for each violarion or a civil penalty of
not more than 325,000 for each violarion if the director determines thar the person
willfully violated the provisions of this chapter; and :
*  denial, nonrenewal, suspension, or revocation of a license.
An order issued by the director that levies a civil penalty must specify the time period within
which the civil penalty must be fully paid. The period may not be less than fifieen (15) days or
more than one (1) year afier the date of the order.

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(5  Reinsurance Intermediary Managers :
A reinsurance intermediary manager is a person (individual, partnership or corporation),
including an insurer, who has the authority to: :

‘* bind or manage all or part of the assumed reinsurance business of an admitted
reinsurer, including the management of a separate division, department or underwriting
office; and : '

£ act as an agent for the reinsurer.

(@)  Qualifications

In addition to the general qualifications to qualify for issuance or renewal of a reinsurance
intermediary manager license, an applicant or licensee must have at least zhree (3) years active
working experience within the previous ten (10) calendar years in insurance administrative
functions, that, in the director's opinion, exhibits the applicant's abilities to competently
perform the functions for all kinds and classes of insurance applied for.

The director may require that a reinsurance intermediary manager maintain:

*  a surety bond in an amount acceptable to the director and with a condition that the
 reinsurance intermediary manager conduct business as required under this title; and

= an errors and omissions insurance policy acceptable to the director.
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(b)  Trainee Reinsurance Intermediary Managers

An individual licensed in this state as an insurance producer, who does not have the experience
required of a reinsurance intermediary manager, but who otherwise meets the requirements,
may be employed by a licensed reinsurance intermediary manager as a trainee reinsurance
intermediary manager, subject to the provisions of this section.

Before an individual may- transact as a trainee reinsurance intermediary manager, the
reinsurance intermediary manager employing the trainee reinsurance intermediary manager
must submit to the director the application of the trainee reinsurance intermediary manager,
with the required fee and receive the trainee reinsurance intermediary manager license.

Upon satisfying the experience requirement, a trainee reinsurance intermediary manager must
apply within thirty (30) days for a reinsurance intermediary manager license.

A trainee reinsurance intermediary manager must at all times be working at the direction and
under the supervision of the employing licensed reinsurance intermediary manager, and the file
and record documentation must reflect the direction and supervision. Insurance activities must
be in the name of the employing reinsurance intermediary manager who is responsible for all
actions of the trainee reinsurance intermediary manager.

A trainee reinsurance intermediary manager is restricted to:
* assisting the employing licensed reinsurance intermediary manager in preparing
applications; binders; certificates of insurance; schedules of equipment, vehicles, and
dnvers; loss notices to insurers, and invoices; and

*  performing clerical functions.for which a license is not required.
The file and record documentation must reflect compliance with this subsection.

A trainee reinsurance intermediary manager may not transact business away from the place of
business with clients, insurers, or reinsurers unless a licensed reinsurance intermediary
manager physically accompanies the trainee.

In addition to any other penalty provided by law:

*  atrainee reinsurance intermediary manager who the director determines has violated the
provisions of this section must have its license revoked; :

* alicensee or other person having possession or custody of the license must immediately
surrender the license to the director either personally or by certified mail; .

*  if the director determines that the employing reinsurance intermediary manager knew of
or should have known that a trainee reinsurance intermediary manager violated this
section, the employing reinsurance imermediaﬁv manager and firm, principal and
manager, if any, are subject to the following penalties by regulation:

- a civil penalty equal to the compensation yromised, paid, or to be paid directly or
indirectly, to a licensee in regard to each violarion; '

- either a civil penalty of not more than $10,000 for each violation or a civil ‘ﬁnalty of
not more than $25,000 for each violation if the direcior determines that person
willfully violated the provisions of this chapter; and

- denial, nonrenewal, suspension or revocation of a license.

An order issued by the director that levies a civil penalty must specify the time period within
which the penalty must be fully paid. The period may not be less than fifteen (15) days or more
than one (1) year after the date of the order.

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(c)  Authority of Reinsurance Intermediary Managers
A reinsurance intermediary manager has only the authority that is consistent with this title and
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that is conferred by the reinsurer.

A reinsurance intermediary manager, resident or nonresident, may exercise the powers
conferred by this title upon insurance producers and independent adjusters only for the kinds or
classes of insurance and within the scope that reinsurance intermediary is authorized by the
reinsurer appointing the reinsurance intermediary manager.

(d) _Operating Requirements for Reinsurance Intermediary Managers

A reinsurer may not transact business with a reinsurance intermediary manager unless there is
in effect a wrirten contract approved by the reinsurer's board of directors between the parties
that:

* establishes the responsibilities of each party;
* indicates each party's share of responsibility for each particular function; and
*  specifies the division of responsibilities.

The contract just mentioned must include the following provisions:

*  the reinsurer may terminate the contract for causc upon written notice sent by certified
mail to the reinsurance intermediary manager and may suspend the underwriting
authority of the reinsurance intermediary manager during a dispute regarding the cause
for termination; _

= the reinsurance intermediary manager must render accounts to the reinsurer detailing all
transactions including information necessary to support all commissions, charges, and
other fees received by or owing to the reinsurance intermediary manager and remit all
money due under the contract to the insurer at least monthly,

* money collected for the account of a reinsurer must be held by the reinsurance
intermediary manager in a fiduciary account;

* the reinsurance intermediary manager must comply with applicable fiduciary account
statutes and regulations;

*  the reinsurance intermediary manager must maintain a separate bank account for each
reinsurer that it represents;

*  a fiduciary account must be used for all payments on behalf of the reinsurer;

* the reinsurance intermediary manager may retain nor more than three (3) months
estimated claims payments and allocated loss adjustment expenses;,

*  the reinsurance intermediary manager must maintain separate accounts and records for
each reinsurer and maintain the records in a form usable by the reinsurer; the reinsurer
or its authorized representative must have access and the night to audit and the right to
copy all accounts and records related to the reinsurer's business; the director, in
addition to the other authority granted in this title, must have access to all books, bank
accounts, and records of the reinsurance intermediary manager in a form usable to the
director;

*  the contract may not be assigned in whole or in part by the reinsurance intermediary

. manager; _ B

* the reinsurer must establish- written underwriting and rating standards for the

' acceptance, rejection, or cessation of all risks and the reinsurance intermediary
manager must comply with the standards;

*  compensation including rates, terms, purposes of commissions, charges, and other fees
that the reinsurance intermediary manager may levy against the reinsurer.

If the contract permits the reinsurance intermediary manager to seitle claims on behalf of the
reinsurer: . '
* ~written settlement authority must be provided by the reinsurer and may be terminated
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for cause upon the insurer's written notice Dy cerified mail to the reinsurance
intermediary manager or upon the termination of the contract: the reinsurer may
suspend the settlement authority during a dispute regarding the cause of termination;

claims must be reported to the reinsurer within thirty (30) davs;

a copy of the claim file must be sent to the reinsurer upon request or as soon as it
becomes known that the claim:

has the potential to excesd an amount determined by the director or exceeds the limit
set by the insurer, whichever is less;

involves a coverage dispute;

may exceed the reinsurance intermediary manager's claims settlement authority;
1s open for more than six (6) months;

involves extra contractual allegations; or

is closed by payment in excess of an amount set by the director or an amount set by the
insurer, whichever is less;

the reinsurance intermediary manager must comply with unfair claims settlement
statutes and regulations;

transmission of electronic data at least once a month if electronic claims files are in
existence;

claim files must be the property of both the reinsurer and reinsurance intermediary
manager, but upon an order of liquidation of the reinsurer, the files must become the
sole property of the reinsurer or the reinsurer's estate: the reinsurance intermediary

manager must have reasonable access to and the right to copy the files on a timely
basis.

If the contract provides for sharing of interim profirs by the reinsurance intermediary manager,
the interim profits may not be paid until:

x*

x

=

one (1) calendar year after the end of each underwriting period for property risks and
five (5) years after the end of each underwriting period for casualty risks;

a later period established by the director for specified kinds or classes of insurance; and
the profits have been verified.

The reinsurance intermediary manager may not:

*

cede retrocessions on behalf of the reinsurer, except that the reinsurance intermediary
manager may cede facultative retrocessions under obligatory agreements if the contract
with the reinsurer contains reinsurance underwriting guidelines including a list of
reinsurers with which automatic agreements are in effect, and, for each reinsurer, the
coverage and amounts or percentages that may be reinsured, and commissions
schedules;

commit the reinsurer to participate in reinsurance syndicates;

appoint a subagent unless the scope of the subagent's license as an insurance producer
includes the kinds and classes of insurance for which the subagent is appointed;

pay or commit the reinsurer to pay a claim, net of retrocessions, the amount of which
exceeds one (1) percent of the reinsurer's policyholder's surplus as of December 31 of
the last completed calendar year without the prior written approval of the reinsurer;

collect payment from a retrocessionaire or commit the reinsurer to a claim settlement
with a retrocessionaire without prior written approval of the reinsurer, but if prior
written approval is given, a complete report must be forwarded to the reinsurer within
thirty (30) days;
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= jointly employ an individual who is employed with the reinsurer; or
* delegate reinsurance intermediary manager authority to another person.

If the insurer is domiciled in this state or the reinsurance intermediary manager has a place of

business in this state, a copy of the contract must be filed with and approved by the director at

lt:ast thirty (30) days before reinsurance intermediary manager transacts business on behalf of
e reinsurer. :

If the contract is not required to be approved in advance by the director, the insurer must
provide written notification to the director within thirty (30) days of the entry into or
termination of a contract with a reinsurance intermediary manager. The notice must include:

* a statement of duties to be performed by the reinsurance intermediary manager on
behalf of the reinsurer;

* the kinds and classes of insurance for which the reinsurance intermediary manager has
authorization to act; and

* other information required by the director.

Binding authority for all retrocession contracts or participation in reinsurance syndicates may
only rest with an officer of the reinsurer who is not affiliated with a reinsurance intermediary
manager.

A reinsurance intermediary manager must annually provide and a reinsurer must annually
obtain a copy of certified financial statements of each reinsurance intermediary manager that
the reinsurer has used, prepared by an independent certified public accountant.

The reinsurer must:

* at least semiannually conduct an on-site review of the underwriting and claims
processing operations of each reinsurance intermediary manager;

* in addition to any other re%uired loss reserve certification, annually obtain the opinion
of an independent qualified actuary on business produced by the reinsurance
intermediary manager if a reinsurance intermediary manager establishes loss reserves;
the reinsurer retains an independent responsibility to determine the adequacy of its loss
reserves, including those established by its reinsurance intermediary manager; and

*  provide written notification to the director by certified mail within thirty (30) days of

the termination of a contract with a reinsurance intermediary manager.

The reinsurance intermediary manager must disclose to the reinsurer a relationship with an
insurer before ceding or assuming risks with the insurer under the contract.

A reinsurer may not appoint to its board of directors an officer, director, employee, subagent,
insurance producer, or controlling shareholder of its reinsurance intermediary manager.

Within the scope of the actual or apparent authority, the acts of the reinsurance intermediary
manager are considered the acts of the reinsurer upon whose behalf it is acting. '

A reinsurance intermediary manager may be examined by the director as if it were the insurer.

If the director determines after a hearing that a reinsurance intermediary manager caused losses
arising out of a violation of the Insurance Code to an insurer or reinsurer, the director may
order the reinsurance intermediary manager to make restitution to the insurer, reinsurer,
rehabilitator or liquidator of the insurer or reinsurer for the net losses incurred by the insurer
or reinsurer. Restitution ordered under this subsection is in addition to any other liability of the
reinsurance intermediary manager and does not affect the rights of a policyholder, claimant,
creditor, or third party.

(e) Reinsurance Intermediary Manager Records

In addition to any other records requirements under this chapter, a reinsurance intermediary
manager must maintain in organized form a complete records of each transaction including:



the type of contract, limits, underwniting restrictions, classes of risks, and territory;

the period of coverage, including effective and expiration dates, cancellation
provisions, and required notice of cancellation;

disposition of outstanding reserves on covered risks;
the reporting and settlement requirements of balances;
the rate used to compute the reinsurance premium;
the names and addresses of reinsurers;

the rate of all reinsurance commissions, including the commissions on retrocessions
handled by the reinsurance intermediary broker and reinsurance intermediary manager;

the related correspondence and memoranda;

the proof of placement;

the details regarding retrocessions handled by the reinsurance intermediary broker and
reinsurance intermediary manager including the identity of retrocessionaires and the
percentage of each contract assumed or ceded;

the financial records of premium and loss accounts; and

if the reinsurance intermediary broker procures a reinsurance contract on behalf of an
admitted ceding insurer or when the reinsurance intermediary manager places a
reinsurance contract on behalf of a ceding insurer, written evidence:

directly from an assuming reinsurer that it has agreed to assume the risk; or

that the reinsurer had delegated binding authority to the representative, if placed
through a representative of the assuming reinsurer other than an employee of the
assuming reinsurer.

(e) Penalty

In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of this chapter is subject to:

* a civil penalty equal to the compensation promised, paid, or to be paid directly or
indirectly, to a licensee in regard to each violarion;

*  either a civil penalty of not more than 310,000 for each violation or a civil penalty of
not more than 325,000 for each violation if the director determines thar the person
willfully violated the provisions of this chapter; and

*  denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty musr specify the rime period within
which the civil penalty must be fully paid. The period may nor be less than fifteen (15) days or
more than one (1) year after the date of the order.

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(6)  Surplus Lines Broker

"Surplus lines" refers to any type of insurance for which there is no ready market with the
state’'s licensed (admitted) insurance companies. The unavailability of the market might be
caused by the great dollar amount of insurance required or the loss exposure itself. Whatever
the case, coverage must be placed with a non-admitted insurer.

Surplus lines insurance does nor include:
*  reinsurance;
*  wet marine and transportation insurance;
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* Insurance independently procured;
-*  life insurance and annuities.

A surplus lines broker is a person (individual, partnership or corporation) licensed to place
surplus lines business in Alaska. _

(@)  Qualifications

In addition to the general qualifications to qualify for issuance or for renewal of a surplus lines
broker license, an applicant or licensee must:

* have a.minimum two (2) years active working experience within the previous five (5)
calendar years as an insurance -producer, managing~general- agen:, reinsurance
intermediary broker, reinsurance - intermediary -manager, indetﬁerdau.gadiuster, or
underwriter or claims adjuster employee of an insurer and, in the director's opinion,
must exhibit the ability to competently perform the responsibilities of the license
applied for;

* have and maintain while licensed, a .bond in the sum of not less than $200,000
aggregate liabiliry and with the conditions that the surplus lines broker conduct
business under the provisions of this title, promptly remit the taxes and fees provided
by law, return premiums promptly when due, and pay proper losses promptly;

*  if the director requires, maintain an errors and omissions insurance policy acceptable
to the director.

(b)  Trainee Surplus Lines Broker

An individual licensed in this state as an insurance producer who does not have the experience
required of a surplus lines broker, but who otherwise meets the requirements may be employed
by a licensed surplus lines broker as a trainee surplus lines broker, subject to the provisions of
this section.
Before an individual may transact insurance as a trainee surplus lines broker, the licensed
surplus lines broker employing the trainee surplus lines broker must submit to the director the
application of the trainee surplus lines broker, with the required fee and receive the trainee
surplus lines broker license. : _
Upon satisfying the experience requirement, a trainee surplus lines broker must apply within
thirty (30) days for a surplus lines broker license. .
A trainee licensed under this section must at all times be working at the direction and under the
supervision of the employing licensed surplus lines broker and the file and record
documentation must reflect the direction and supervision. Insurance activities must be in the
name of the employing licensed surplus lines broker who is responsible for all actions of the
trainee surplus lines broker. , '
A trainee licensed under this section is restricted to: :

*  assisting the employing licensed surplus lines broker in preparing applications; binders;

- certificates of insurance; schedules of equipment, vehicles, and drivers; loss notices to
insurers; and invoices; and

*  perform clerical functions for which a license is not required.

The file and record documentation must reflect compliance with this subsection.

A trainee surplus lines broker licensed under this section may not transact business away from
the place of business with clients or insurers unless a licensed surplus lines broker physically
accompanies the trainee. .
In addition to any other penalty provided by law:

* the director must revoke the license of a trainee surplus lines broker who the director
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determines has violated the provisions of this section; a licensee or other n having
possession or custody of the license must immediately surrender the license to the
director either personally or by certified mail;

if the director determines that the employing surplus lines broker knew of or should
have known that a trainee licensed under this section violated this section, the
employing surplus lines broker and firm, principal, and manager, if any, are subject to
the penalties provided by regulation. -

Surplus Lines Broker Records

In addition to any other records requirements under this chapter, a surplus lines broker must
maintain in organized form a complete record including:

(d)

the amount of insurance and perils insured;

a complete description of property insured and the location of the property;
gross premium charged;

a return premium paid;

the rate of premium charged upon the several items of property;
the effective date of the contract and terms of the contract;

the name and address of the insured;

the name and address of the insurer;

the amount of tax and other sums to be collected from the insured;
the allocation of taxes by state;

the identity and license number of the producing broker;

any confirming correspondence from the insurer or the representative of the insurer;
and '

the application.

Denial, Nonrenewal, Suspension, or Revocation of Surplus Lines Broker License

In addition to other action available under this regulation, the director may deny issuance of or
not renew a license, or may suspend or revoke a license of a surplus lines broker issued under
this chapter for any of the following causes:

*

removal of the resident surplus lines broker's office from this state;

removal of the resident surplus lines broker's accounts and records from this state
during the period within which the accounts and records are required to be maintained
under this chapter;

removal of the nonresident surplus lines broker's accounts and records required to be
maintained under this chapter form the location described in the license without prior
approval of the director;

closing of the surplus lines broker's office for a period of more than forty-five (45)
days, unless permission is granted by the director;

failure to make a required report;

failure to transmit a required tax or fee on a surplus line premium to this state or a
reciprocal state to which a tax is owing; :

failure to maintain a required bond.
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(e) General Penalties

In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of this chapter is subject to:

* a civil penalty equal to the compensation promised, paid, or to be paid directly or
indirectly, to a licensee in regard to each violation;

= either a civil penalty of not more than 310,000 for each violation or a civil penalty of
not more than 325,000 for each violation if the director determines thar the person
willfully violated the provisions of this chaprer; and

* denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty must specify the rime period within
which the civil penalty must be fully paid. The period may nor be less than fifteen (15) days or
more than one (1) year after the date of the order.

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(7)  Independent Adjusters

An independen: adjuster, as the name suggests, is a person (individual, partnership or
corporation) which adjusts claims arising from the insurance contracts of one or more insurers.
The adjuster is an "independent” contractor, rather than an employee of the insurer(s).

(a) Qualifications

In addition to the general qualifications to qualify for issuance or renewal of an independent
adjuster license, an applicant or licensee must:

* have ar least six (6) months active working experience within the previous wo (2)
calendar years as either an independent adjuster trainee, an insurance producer, a
managing general agent, a reinsurance intermediary broker, a reinsurance intermediary
manager, a surplus lines broker, an independent adjuster, or an underwriter or claims
adjuster employee of an insurer, and, in the director's opinion, exhibit the ability to
competently perform the responsibilities of an independent adjuster; or

= have been previously licensed in good standing in this state as an independent adjuster
within the previous four (4) calendar years and not have had a license suspended or
revoked.

(b)  Trainee Independent Adjusters

An individual resident who does not have the experience with referencé to the handling of loss
claims but who otherwise meets the requirements may be employed by a licensed independent
adjuster as a trainee independent adjuster, subject to the provisions of this section.

Before the individual may handle loss claims, the licensed independent adjuster employing the
trainee independent adjuster must submit to the director the application of the trainee
independent adjuster, with the required fee and receive the trainee independent adjuster

license.
The director must revoke a trainee independent adjuster license unless the individual has:

* not later than four (4) months after the effective date of the trainee adjuster license,
complied with the independent adjuster licensing requirements concerning the insurance
laws and regulations of this state;

* not later than eight (8) months after the effective date of the trainee adjuster license,
complied with the independent adjuster licensing requirements conceming the
knowledge and competence of the licensee concerning handling of loss claims and the
licensee’s duties and responsibilities as a licensee; and



- within. twelve «(12) months after the effective date of the trainee adjuster license,
complied with all other independent adjuster licensing requirements.

A person whose trainee independent adjuster license was revoked for failure to meet a
requirement of licensure may submit a new application for a traines independent adjuster
license after the person has successfully passed both tests required.

Upon satisfying the requirements of this section, a traines independent adjuster must apply
within thirty (30) days for an independent adjuster license.

A trainee independent adjuster must at all times be working at the direction and under the
supervision of the employing licensed independent adjuster, and the file and record
documentation must reflect the direction and supervision. The employing licensed independent
adjuster and its firm, manager, and principal, if any, are responsible for all insurance actions
of the trainee independenr adjuster.

A trainee independent adjuster is restricted to participation in a factual investigation and a
tentative closing of a loss subject to review and final determination by the employing licensed
independent adjuster, and file and record documentation must reflect compliance with this.

A trainee independent adjuster may not participate in a factual investigation and a tentative
closing of a loss away from thc place of business unless a licensed independent adjuster
physically accompanies the trainee.

In addition to any other penalty provided by law a trainee independent adjuster who the
director determines has violated the provisions of this regulaton will have its license
terminated; a licensee or other person having possession or custody of the license must within
thirty (30) days surrender the license to the director either personally or by certified mail.

(c) Insurance Producer, Managing General Agent, Reinsurance Intermediary Broker,
Reinsurance Intermediary Manager, Surplus Lines Broker as Independent Adjuster

Without being required to be licensed also as an independent adjuster:

#™® alicensed insurance producer and a licensed managing general gent, incidental to acting

as an insurance producer, may act as an adjuster and investigate, adjust, and report
upon claims on behalf of and as authorized by an admitted insurer thar has appoinred
the insurance producer or the managing general agen: as its agent,;

t*  a surplus lines broker may act as an adjuster and investigate, adjust, and report upon
claims on behalf of and as authorized by a nonadmirted insurer; and :

-* areinsurance intermediary broker or a reinsurance intermediary manager may act as an
adjuster and investigate, adjust, and report upon claims on behalf of and as authorized
by an insurer or reinsurer under the conrract required by this chapter.

(d)  Unlicensed Nonresident Adjusters

A nonresident independent adjuster not licensed by this state who is licensed by and in good
standing with its resident state may adjust:

* asingle loss in this state during a calendar year; or
* losses arising out of a catastrophe as declared by the director.

Within ten (10) days after the start of an investigarion, the nonresident independent adjuster
must advise the director in writing of the adjustment and provided the following information:

*  the individual and firm name;

*  the business mailing address;

*  the business physical address and phone number;
*  the licensing state of residence;

*  the residence license number; and
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= other facts that the director may require.

A nonresident independent adjuster may be sued upon a cause of action in this state arising
from an adjustment under this section.

(e) Independent Adjuster Records

In addition to any other records requirement under this chapter, an independent adjuster must
maintain in organized form a complete record of each investigation or adjustment undertaken
or consummated, and a statement of the fee, commission, or other compensation received or to
be received by the adjuster on account of the investigation or adjustment.

(3] Penalties

In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of this chapter is subject to:

* a civil penalty equal to the compensation s)romised, paid, or to be paid directly or
indirectly, to a licensee in regard to each violation; _

* either a civil penalty of not more than $10,000 for each violation or a civil penalty of
not more than $25,000 for each violation if the director determines thar the person
willfully violated the provisions of this chapter; and

= denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty musz specify the time period within

which the civil penalty must be fully paid. The period may not be less than fifteen (15) days or
more than one (1) year after the date of the order. '

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

(8) -Firm Licenses
“Firm" means:
*  an organization of two (2) or more licensees acting in association with each other,
either in a partership, corporation, or otherwise; or
*  an organization in which a single licensee has less then fifty (50) percent ownership
interest in the organization. _
A firm must have a firm license.of the same, scope as each individual employee of the firm.
A-firm may-not-be licensed s -aninsurance.producer, managing general agent, reinsurance
intermediary broker, reinsurance intermediary manager, surplus lines broker, or independent
adjuster, or transact insurance unless:

*  each individual employed as an insurance producer, managing general agent, surplus
lines broker, trainee insurance producer, trainee independent adjuster, or independent
adjuster by the firm is licensed as an individual of the firm; and

*  the principal or manager of the firm is licensed as an individual in the firm to exercise
all Lﬁe powers conferred by the firm's license.

If the director determines that a firm knew or should have known of an act or representation
made on the firm's behalf by a person not licensed as required by this chapter, the and the
firm's principal or manager are subject to penalties.
In addition to any other penalty provided by law, a person that the director determines has
violated the provisions of this chapter is subject to:

* a civil penalty equal to the compensation promised, paid, or to be paid directly or

indirectly, to a licensee in regard to each violation;
*  either a civil penalty of not more than $10,000 for each violation or a civil penalty of
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not more than 325,000 for each violation i the director determines that the person
willfully violared the provisions of this chaprer; and

* denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty musr specify the time period within
which the civil penalty must be fully paid. The period may nor be less than fifteen (15) davs or
more than one (1) year after the date of the order.

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

9 Individual in the Firm Licensees
"Individual” means:

* a natural person required to be licensed who is nor acting in association with two or
more licensees, either in partnership, corporation, or otherwise; or

* an organization in which a single licensee has fifty (50) percent or more ownership
interest in the organizauon.

"Individual in the firm" means a natural person required to be licensed who is employed by a
firm.

Each individual employed as an insurance producer, managing general agent, surplus lines
broker, trainee insurance producer, trainee independent adjuster, or independent adjuster by
the firm is licensed as an individual in the firm.

(10) Resident
For an individual or an individual in the firm, a "resident” means a natural person:

*  who is domiciled in this state;

*  whose principal place of business is in this state;

*  who has a present intent to remain in this state while licensed; and

*  who manifests that intent by establishing an ongoing physical presence in this state.
For a firm, a "resident” means a person whose principal place of business is in this state.

(11) Nonresident Licensees

The director may license as a nonresident licensee a person who otherwise qualifies under this
title, but who is not a resident of the state.

In addition to the other requirements of this chapter, a person may not be licensed as a
nonresident licensee until the person files a power of artorney as follows:

*  an applicant must appoint the direcror as attorney to receive service of legal process
issued against the licensee in this state upon a cause of action arising in this state or
relative to a subject resident, located, or to be performed in this state (Service upon the
director as attorney constitutes effective legal service upon the licensee.); and

*  the appointment must be irrevocable for as long as there could be a cause of action
against the licensee arising out of an insurance transaction in this state or relative to a
subject resident, located, or to be performed in this state.

Duplicate copies of legal process against a licensed or formerly licensed nonresident licensee
must be served upon the director either by a peace officer or through certified mail with return
receipt requested. At the time of service, the plaintiff must pay to the director a fee set by
regulation.

Upon receiving a service of process, the director must immediately send one (1) of the copies
of the process by certified mail with return receipt requested to the licensed or formerly

47



licensed nonresident licensee at the last address of record filed with the director.

If, under the law of another state or foreign country, a tax, license, fee, fine, penalty, deposit
requirement or other material obligation, prohibition or restriction is or may be imposed upon
a licensee of this state thar is in excess of the tax, license, fee, fine, penalty, deposit
requirement or other material obligation, prohibition or restriction directly imposed upon a
similar licensee of another state or country under the statutes of this state, the same tax,
license, fee, fine, penalty, deposit requirement or other material obligarion, prohibition or
restricrion may, in the discretion of the director, be imposed by the director upon the licensee
of the other state or country rransacting or seeking to transact business in this staze.

(12) Exceptions

A person may not act as or represent to be an insurance producer, managing general agent,
reinsurance intermediary broker, reinsurance intermediary manager, surplus lines broker, or
independent adjuster in this state or relative to a subject resident, located, or to be performed
in this state unless licensed.

A person may not act as, or represent to be, a managing general agent, reinsurance
intermediary broker, or reinsurance intermediary manager representing an insurer domiciled in
this state regarding a risk located outside this state unless licensed by this state.

An Insurance producer, a managing general agent, a reinsurance intermediary broker, a
reinsurance intermediary manager, or a surplus lines broker may not solicit or take
applications for, procure, place for others, or otherwise transact business for a kind or class of
insurance for which the person is not licensed.

A person who performs the following activities for a resident of this state, or for a resident of
another jurisdiction from a place in this state is nor required ro be licensed as a managing
general agenr 10 perform administrative functions, including:

*  claims administration and payment;

* marketing administrative functions;
* premium accounting;

* premium billing;

* coverage verification; _

* underwriting authority; or

*  certificate issuance only in regard to life insurance, disability insurance, or annuities.
As noted, a managing general agent's license is not needed if the person:

*  is registered as a third-party administrator; or

*  only investigates and adjusts claims and is licensed as an independent adjuster.

A licensee may not use a fictitious name or alias unless the licensee's legal name and fictitious
name or alias are on the license.

A person who is an employee of an admitted insurer, who acts within the course and scope of
that employment, and within the scope of the insurer's certificate of authority is nor required
to be addirionally licensed.

A person who performs management services under a written contract for an admitted insurer
1s not required to be licensed as a managing general agent if the person:

* is a United States manager of the United States branch of an alien admitted insurer; or
*  receives compensation nor based on the volume of premium written; and

* is a wholly-owned subsidiary of the admitted insurer;

*  wholly owns the admitted insurer;
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is a wholly-owned subsidiary of the insurance holding company that owns or controis
the admirted insurer.

A person who performs management services for an admitted reinsurer is not required to be
licensed as a reinsurance intermediary manager if the person:

receives compensation not based on the volume of premium written; and
is a wholly-owned subsidiary of the admitted insurer;
wholly owns the admitted insurer; or

is a wholly-owned subsidiary of an insurance holding company that owns or controls
the admitted insurer;

is a United States manager of the United States branch of an alien admitted insurer; or
is the manager of a group, association, peol, or organization of insurers that does joint
underwriting and that is subject to examination by its resident insurance regulator in a
state that:

the director has determined has enacted provisions substantially similar to those
contained in this regulation; and

is accredited by the National Association of Insurance Commissioners.

The licensing requirement does not apply to a person licensed to practice as an attorney ar law

while the person is acting as an artorney ar law.

A person licensed as an attorney-in-fact is not required to be additionally licensed while acting
/n behalf of subscribers and within the scope and authority of a subscribers agreement of a
reciprocal insurer or exchange.

State licensing requirements do nor apply to a person who:

is employed on salary or hourly wage by a person licensed under this regulation solely
for the performance of accounting, clerical, stenographic, and similar office duties;
only secures and forwards information required for the purposes of group insurance
covering the unpaid balance, or remaining payments proposed to be made, in
connection with the purchase of merchandise or services, if the person receives no
compensation, directly or indirectly, arising out of or in any way relating to the
insurance transactions; or _

is employed on salary by a licensee at the licensee's place of business, is supervised by
and reports directly to a licensee in the firm, and who, after explaining that the matter
must be reviewed by a licensee, may:

furnish premium estimates from published or printed lists of standard rates if the person
does not advise, counsel, or suggest what coverage may be needed, or otherwise solicit
insurance coverage;

arrange appointments for a licensee if the person does not solicit insurance coverage;

record information from an applicant or policyholder and complete for the licensee’s
ersonal review and signature, a certificate of insurance that is not a contract of

insurance; the licensee's signature may be by facsimile;

inform a policyholder of the type of coverage shown in the licensee's policy record if

the person does not advise that an event or hypothetical event is or is not covered; or

in the physical presence of the licensee, record information from an applicant or

policyholder and complete for a licensee’s personal review and personal signature,

applications, binders, endorsements, or identification cards if the person discloses to

the applicant or policyholder that the applicant or policyholder may review the matter

with a licensee.

In addition to the business activities expressly exempt from licensing under this section, the
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director may adopt regulations that exempt other activities from the licensing requirements of
this section.

C. Companies

As previously noted, insurance companies, just as insurance agents and brokers, must be
licensed to do business in Alaska. A company licensed to do business in this state is said to be
“authorized” or "admitted” in Alaska. Conversely, insurers not licensed in this state are said
to be "unauthorized” or "nonadmitted”.

An insurer authorized to do business in Alaska receives a certificate of authority from the
insurance department. !

(1)  Domestic _

A domestic insurer, formed under the rules and regulations of Alaska obviously has met with
the scrutiny of the state insurance department from its inception. A domestic insurer must
provide the insurance department with its annual reports and comply with all state reviews.and
audits to maintain its license. _

(2)  Foreign

A foreign insurer, formed under the rules and regulations of a state other than Alaska must
agree to comply with Alaska's insurance rules and regulations in order to obtain and maintain
a license in this state. As with domestic insurers, foreign insurers must provide annual reports
1o the Alaska Insurance Department and submit to its audits and reviews.

Insrrs viling ary Toeasing il fn Ak o MBS & 2,90, i s
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D. Maintenance of Licensing

(1) License Renewal, Lapse, and Reinstatement

The director ‘ay Tenew atlicense .biennially -on-ardate:set by sthe director if the licensee
continues to -be qualified-and pays the;required license fees. A licensee 1s_responsible for
knowing the date that a license lapses and for renewing a license before expiration. The
director must mail a renewal notice to the licensee's current address on file with the director
thirty (30) days before the renewal date. 2

If a license is not renewed on or before the renewal date set by the director, the license lapses.
A licensee may not act as or represent to be an insurance producer, managing general agent,
reinsurance intermediary broker, reinsurance intermediary manager, surplus lines broker, or
independent adjuster during the time a license has lapsed. The director may reinstate a lapsed
license if the person continues to qualify for the license, pays renewal fies and a delayed
renewal penalty. _
Reinstatement does not exempt a person from a penalty provided by law for transacting
business while unlicensed. '

A license may not be renewed if it has lapsed for two (2) years or longer.

If a licensee does not wish to renew a license issued under this chapter, the licensee must
surrender the license to the director on or before the close of business of the renewal date.

Notice of lapse from the director stating the reason for the lapse must be mailed to a licensee
at the licensee's last address on record with the director. The director must obtain a certificate
of mailing from the United State Postal Service.

A trainee license issued to an insurance producer or an independent adjuster is -issued for a
+ term not to exceed rwelve (12) months and may not be renewed.
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A- Iwo-year trainee license issued to a managing .general agent, reinsurance,jntermediary
broker, reinsurance intermediary manager, or surplus lines broker may be renewed only once.

(2)  Denial, Nonrenewal, Suspension, or Revocation of Licenses
The director may deny issuance of or not renew a license, or may suspend or revoke a license
for any of the following:

* a cause for which issuance of the license or its renewal could have been denied had it

' then existed and been known to the director;

* aviolation or participation in a violation of a provision of this title;

*  willful misrepresentation or fraud by the licensee or applicant to obtain or attempt to
obtain a licensee; _

*  misappropriation, conversion to personal use, or illegally withholding money required
to be held in a fiduciary capacity by a licensee or applicant;

*  twisting or rebating by a licensee or applicant;

* conviction of a felony;

*  the conduct of affairs under a license if the licensee exhibits conduct considered by the
director to reflect incompetence or untrustworthiness, or to be a.source -of potential
injury and loss to the public;

* the licensee or applicant dealing .with, or attempting to deal with, or to exercise a
power relative to, insurance outside the scope of the license of the licensee or applicant;

* failure to surrender a license as required by this chapter, or revocation of a license
within the twelve (12) months preceding the date a new application is received;

* failure to pass a licensing examination;
* cheating on an examination;

* a licensee or applicant engaging in or about to engage in an unfair -or. fraudulent
insurance transaction;

*  suspension or revocation of a license in another jurisdiction; :

*  forgery of another's name to an application for insurance by a licensee or applicant;

*  accepting insurance business from a person not licensed as required by this title if the

applicant or licensee knew or should have known that the person was unlicensed. -
The license of a firm and its principal or manager may be denied, nonrenewed, suspended, or
}'Eevolced Jor a violation or cause that relates to a person representing or acting on behalf of the
m.

After a hearing, if the director determines that a person violated a provision of the licensing
regulation and that the person's license should be suspended or revoked, the-director must
issue a; order effective ten (10) days after the date of issuing tha the license is-suspended or
revoked. . ' '
If the director determines the person has violated a fprovisicm of the licensing regulation, the
director may place conditions on a person's license if the director finds that the conditions will
protect the public from injury or potential injury.
An-order suspending a license must ify the period during which the person may not seek to
be licensed in this state or licensed relative to a subject resident, located, or to be performed in
this state. |
In addition 1o any other penalty provided by law, a person whose license has beén suspended
or revoked must pay a penalty equal to all or a portion of the compensation received during
the suspension or revocarion relating to the transaction of insurance. : :
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3 Appointment of Insurance Producer, Managing General Agent, and Reinsurance
Intermediary Manager

An appoinmment must be filed with the director ar leasr ren (10) days before its proposed
gffecnive date by the following licensees:

* an admitted insurer appointing a managing general agent in this state or relative to a
subject resident, located, or to be performed 1n this state;

*  a managing general agent appointing an insurance producer as its subagent in this state
or relative to subjects resident, located, or to be performed in this state;

*  a domestic reinsurer appointing a reinsurance intermediary manager; and

*  areinsurance intermediary manager appointing an insurance producer as its subagent in
this state.

An admitted insurer appointing an insurance producer as its agent in this state or relative to a
subject resident, located, or to be performed in this state must file wrizen notice of
appoinrment not later than thirty (30) days from the date the wrirten agency coniract is
execured or the first insurance application is submitted to the admitted insurer by the licensed
insurance producer.

If the licensed insurance producer has not received written acknowledgement of the
appointment from the director within forty-five (435) days from the date the written agency is
executed or the first insurance application is submitted to the admitted insurer by the insurance
producer, whichever is later, the insurance producer must immediately discontinue acting as an
insurance producer on behalf of the insurer until an acknowledgement has been received.

If the appointee is licensed, the director must provide written acknowledgement of the
appointment, including the effective date to the person making the appointment, to the
appointee, and to the insurer or reinsurer.

The person making the appointment, the appointes, and the insurer must review the
acknowledgement for accuracy and advise the director of an error within thirty (30) days for
correction.

An appointment conrinues in force until the appoiniment is terminated:

* by the.insurer, reinsurer, managing general agenr as authorized by the insurer, or
reinsurance intermediary manager as authorized by the reinsurer: a written notice of
termination must be mailed at least ten (10)"days before the effective date of the
‘termination to the last known address of the appointee and to the director by first class
certified mail, first class registered mail, or first class with a certificate of mailing from
the United States Postal Service; or

* by the director: a written notice of termination must be mailed-at least ten (10)-days
before the effective date of the termination by first class certified mail to the last known
address of record with the director of the appointee and insurer, reinsurer, managing
general agent, or reinsurance intermediary.

A notice of termination must include a statement of the reasons for the termination. A
statement of the reasons for the termination is privileged and may not be admitted as evidence
in an action or proceeding against the insurer, reinsurer, managing general agent, or
reinsurance intermediary or their representatives by or on behalf of a person affected by the
termination, except in an action involving perjury, false statement, fraud, or failure to comply
with this subsection.

The director may require that an insurer renew an appointment annually and may require
payment of a renewal fee for an appointment in effect on December 31 of the current year. if
the director requires that an appointment be renewed or a renewal fee be paid, the director
must terminate an insurer's appointment if the renewal fees have not been received by the
director on or before the close of business of March | of the renewal year.
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4,
A.

MARKETING PRACTICES
Illegal Practices

Individuals are prohibited from engaging in unfair or deceptive acts or methods of competition
involving the sale and servicing of insurance policies. Most prohibited acts are clearly defined
in the Code; however, the Department of Insurance also may decide that other activities are
deceptive or unfair. : _

The following practices are considered unfair methods of competition and unfair and deceptive
acts concerning the business of insurance: °

Jnisrepresentation and false advertising;

false information;

defamation;

boycott, coercion and intimidation;

false financial information;

unlawful inducement;

unfair discrimination;

rebating;

unfair claims settlement practices;

failure to maintain complaint handling procedures.

Let's review these individually.

‘Misrepresentation
.t is'illegal for an insurer or agent to misrepresent the following:

*
*

benefits, advantages, conditions or terms of any insurance policy;
dividends to be received or that have been paid;

the financial.condition of any person; L

the legal reserve system on which any company operates;

or to be involved in the following: ‘
*  causing an insured to lapse, forfeit, surrender, exchange or convert a policy when not

3

%

>

*

«in,the insured's.best interest; .

getting an insured to pledge or assign a loan against an insurance policy;

stating that an insurance policy is a share of stock;

making a false or misleading statement as to the dividends or shares of the surplus
previously paid on an insurance policy; ' :
using a name or title of an insurance policy or class of insurance policies
misrepresenting its true nature; -

appearing to be an actual policy for a named individual when it is merely an
advertisement;

not clearly designating the name of the insurer providing the coverage or about which
the statements are made; or - _

being in any way misleading, false, or deceptive.

For purposes of this section, "misrepresentation” includes any statement or omission of a
statement which, when taken in the context of the whole presentation, may tend to mislead or
deceive the person or persons addressed.
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False Advertising

Providing false information or misleading advertising is an unfair and deceptive act and a
violation of insurance law.

Specifically prohibited are making, publishing, disseminating, circulating or placing before the
public in a newspaper, magazine, pamphlet, TV or radio announcement, any untrue, deceptive
or misleading assertion or statement about the insurance business or.anyone's conduct in it.

Defamation
Defamation involves the harming of one's reputation by libel (written) or slander (oral).

Oral or written statements that are false, maliciously critical, or derogatory to the financial
g:l?ndailtion of an insurer, or intended to injure any person engaged in the insurance business are
illegal.

Persons providing the director with information concerning the financial condition or practices
of a license of the division are immune from liability for defamarion.

Boycott, Coercion and Intimidation

It is illegal for an insurer to enter into any agreement or attempt to commit any act of boycoitt,
coercion or intimidation that results in unreasonable restraint of trade or creates monopoly in
the insurance business. This also pertains to the sale of any insurance contracts.

False Financial Statements
This prohibited practice includes:
* Intentionally circulating any false statement of fact as to the financial condition of a
person. '
*  Knowingly making any false entry of fact in a report of the business of any person.

* Intentionally withholding or concealing documented information in the possession of
any person who has received a complaint pertaining to that information.

Unlawful Inducement : _
"Twisting" is the practice of inducing a:policyholder to Japse or cancel one policy in order to
replace it with another o the detriment of the insured.

“Unfair Discrimination -
In rate setting, including payment of dividends, there must not be discrimination by an insurer;
L between individual; of the same class and equal expectation of life for life insurance;
- *  between individuals of the same class and hazard for disability insurance;
* on the basis of race, religion, nationality, ethnic group, age, sex, family size,
occupation, place of residence or marital status. '
However, an insurer may set rates in accordance with reasonable classifications based on
actuarial data or actual cost experience.

A person may not practice or permit unfair discrimination against a person who provides a
service covered under a group disability policy that extends coverage on an expense incurred
basis, or under a group service or indemnity type contract issued by a nonprofit corporation, if
the service is within the scope of the provider's occupational license. In this context,
"provider” means:

*  astate licensed physician;

*  dentist;
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*  osteopath;

*  optometrist;

*  chiropractor; or

*  nurse midwife. :

The following acts constitute unfair discrimination between individuals of the same class when
based solely on blindness, or partial blindness:

*  refusing to insure;

* refusing to continue to insure;

* limitng the amount, extent or kind of insurance coverage available; or

* charging an individual a different rate for the same coverage.

With respect to all other conditions, including the underlying cause of the blindness or partial
blindness, this section may not be interpreted to prohibit the refusal to insure, the limitation of
insurance coverage, or a rate differential if that act is based on sound actuarial principles or is
related to actual, demonstrated experience or to experience which can be reasonably
anticipated.

For the purpose of this section, the term "refusing to insure” includes an insurer that declines
to insure an individual who is blind or partially blind because the insurance policy, for which
application is made, contains a provision which presumes either total, permanent, or partial
disability in the event an insured person becomes blind or partially blind and would result in a
valid claim under the policy. _

However, an insurer may, by a policy provision, written rider or endorsementexclude from
coverage, under an insurance policy containing this type of provision, disabilities consisting
solely of blindness or partial blindness if either condition is in existence at the time the policy
is issued.

Rebating

Rebating is the return by an agent to an insured of part of the premium in order to obtain
business. It can also be any inducement, favor or advantage (such as money or gifts) not
specified in the policy. : ' _

Nothing of value may be given to a prospect to induce the purchase of a policy. The Code
specifically describes the following as inducements to buy: .

*  paying or offering to pay the premium of a contract;

* giving, selling or purchasing stocks, bonds, or other securities of any insurance
company, corporation, association or partnership;

*  providing special favor or advantage in the dividend or other bcncﬁts'received; and
* offering anything of value not specified in the contract. ;
However, it is nor rebating for a company to:

*  pay bonuses to nonparticipating policyholders out of surplus, provided it is in the best
interests of the policyholders and the company;

*  return the savings in the cost of collections to debit policyholders who have
continuously made premium payments directly to the insurer's office; or

*  readjust group premium rates based on the current year's loss or expense experience.

Unfair Claim Practices
The following are considered unfair claims practices:
* not responding promptly when a claim is submitted, including investigation of the
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claim;

refusing to pay a claim without investigation of all available information about the
claim;

ot telling the insured what is going to be done about a claim within a reasonable time;
forcing insureds to sue by offering amounts much less than the amount due;

trying to settle a claim on the basis of an application which has been changed without
the insured's knowledge of the change;

*  paying claims to the insured or beneficiaries without a statement of_the reason for
payment;
telling insureds or claimants the company usually appeals arbitration awards, in order
to force them to accept lower awards; T T

making insureds or claimants submit preliminary and final proof of loss forms, both of
which are practically the same;

delaying settlement of one part of a claim in order to get the insured to take a lower
settlement of another part of the claim;

not-making clear to the insured or claimant why a claim was refused or a compromise
offered,

misrepresenting facts or policy provisions relating to coverage of an insurance policy;
failing to adopt and implement reasonable standards for prompt investigation of claims;

failing to attempt in good faith to make prompt and equitable settlement of claims in
which liability is reasonably clear;

attempting to make an unreasonably low.settlement by reference to printed advertising
matter accompanying or included in an application.

Penalties

If the director determines an individual of being guilty of an illegal or unfair marketing
practice after a proper hearing, he/she ,may.impose.a.fine of up.to..$2,500. for each act
involved. In addition to this fine, the director may suspend or revoke the agent's or broker's
license. :

B. - _ Fiduciary Responsibility

Producers are regarded as acting in a "fiduciary capacity" (one of trust) when handling
premium funds.

All money, except that made payable to the insurer, representing premiwm taxes and fees,
premiums or return premiums received by the licensee, must be received in the fiduciary
account of the licensee and must be promptly accounted for and paid to the person entitled to
the money. ‘

For purposes of this section, the fiduc¢iary account of the firm must be considered the fiduciary
account of an individual licensee acting on behalf of the firm and is the responsibility of the
firm. Money deposited into a fiduciary account may not be commingled or otherwise combined
with other money, except as allowed (to be discussed).

In addition to any other penalty provided by law, a person who the director has determined has
acted to divert or appropriate fiduciary account money for personal use will be ordered io
make restirusion and will be subject to:

*  suspension or revocation of all licenses; and
*  a civil penalty nor ro exceed $50,000 for each violation.
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A licensee may only commingle premium raxes and fees, premiums and return premiums with
addiuonal money for the purpose of:

* . advancing premiums;
*  establishing reserves for the payment of return premiums; or _
*  eswiblishing reserves for receiving and transmitting premium or return premium money.

Money collected for the payment of premium taxes, policy or filing fees, late payment charges,
and inrerest from fiduciary money on deposit, may be commingled in a fiduciary account.
However, such money must be separately accounted for and periodically removed from the
fiduciary account.

A licensee may not treat money required to be in a fiduciary account as:
- * apersonal asset:
* ¢ollateral for a personal or business loan; or
* apersonal asset or income on a financial statement.

However, money in a fiduciary. account may be included in a financial statement of the
licenses if clearly identified as fiduciary account assets and liabilities.

This section does not apply to an individual in the firm who acts solely on the behalf of a firm
that maintains compliance with this section and deposits all money into the firm's fiduciary
account.

Instead of maintaining a separate fiduciary account for premium trust funds, a licensed firm
may apply in writing to the director for permission to maintain, while licensed or thereafter as
the director may require, a deposit in a financial institution or surety bond.

A deposir in a financial institution or a surery bond must be maintained in an amount not less
than 10 percent (10%) of the eligible licensee's prior year's-gross-written premium on
insurance in this state or relative to a risk resident, located, or to be performed in.this state,
and in trust in favor of the director for the protection of an insurer, insured, and this state.

C. Compensation of Licensees _
In order to solicit, negotiate and sell insurance, an individual must be licensed as an agent or
broker. Licensed agents and brokers cannot share commissions with any unlicensed personnel
nor can they delegate authority to other individuals to: '

*  solicit applications;
*  negotiate contracts of insurance.

A licensee may not compensate or offer to compensate a person, other than an insurance
producer, managing general agent, reinsurance intermediary broker, reinsurance intermediary
manager, or surplus lines broker, licensed by this state who is acting within the scope of
his/her license, for procuring or in any manner helping to procure applications for insurance or
to place insurance in this state or relative to a risk resident, located, or to be performed in this
state. o -

Nothing in this regulation prohibits the payment of compensation to a regular employee of an
insurance producer or managing general agent by the employing licensee that is nor conzingenr
upon the volume of business transacted.

A licensee may not be promised or paid, directly or indirectly, compensation for procuring an
application or for placing a kind or class of insurance for which the licensee is nor then
licensed.

In addition to any other penalty provided by law, the director may suspend or revoke the
license of an individual licensee and a firm license participating in a violation of this section.
The director may order a licensee who violates this section to pay a penairy of not more than
three (3) times the compensation promised or paid.
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D. Advertising

The Alaska Insurance Department provides guidelines for the advertising of insurance.
Advertising must be free of incomplete or misleading statements concerning the. insurer or
policy involved.

Agents and brokers cannot represent themselves as being anything more than they are
professionally. They cannot pretend to be experts in areas where they have no real certified
expertise. For example, agents and brokers cannot represent themselves as insurance
consultants unless they pass an insurance consultant's exam.

No person may make, publish, disseminate, circulate, or place before the public, or cause,
directly or indirectly, to be made, published, disseminated, circulated, or placed before the
public, in a newspaper, magazine or other publication, or in the form of a notice, circular,
pamphlet, letter or poster, or over a radio or television station, or in any other way, an
adverrisement, announcement or statement containing an assertion, representation or statement
with respect to the business of insurance or with respect to a person in the conduct of his/her
insurance business, which is unsrue, deceprive or misleading.

E. Required Records and Record Retention

Every agent and broker must keep compiete records of the insurance transactions he/she
performs as well as those of his/her solicitors.

A complete record of an insurance transaction should contain:
*  the names of insurer and insured;
* . specifics of. the policy in queston (policy number, inception date, expiration date,
premium, etc.); '
&* commission disbursement;

* the names of any other licensees from whom business-is -accepted, and of persons to
whom commissions or allowances of any kind are promised or paid;

*  any other information required by the director.

~Insurance records must be kepr for a period o'&fter: the completion of.each
fransaction.

< No person may make a false enzry in a book, report or statement of a person in the insurance
business, knowing it to be a false entry, or knowingly omit to make a true entry of a material
fact pertaining to the business of a person in the insurance business in a book, report or
statement. This is considered an illegal insurance practice punishable under the Insurance
Code.

F. .:». Controlled Business

Individuals cannot obtain insurance licenses for the sole purpose of writing business on
themselves, their families or companies. This is known as *controlled business” and is seen as
a method of lessening competition. .

The director may not issue an insurance producer, a managing general agent, or a surplus lines
broker license to a person if the director has reasonable cause to believe that the applicant
would, during the 12-month period immediately following issuance of the license, earn or
receive an aggregate amoun: in commission, service fees, brokerage, or other valuable
consideration, directly or indirectly, thar exceeds 50 percent (50%) of the aggregate amount of
compensarion, commission, service fees, brokerage, or other valuable consideration
represented by all other insurance business that would be procured by or through the applicant.

In addition to any other penalty provided by law,.a person that the director determines has
violated the provisions of this regulation is subject to: '

* a civil penalty equal to the compensation promised, paid, or to be paid, directly or
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indirectly, to a licensee in regard to each violation;

= either a civil penalty of not more than $10,000 for each violarion or a civil penalty of
not more than 325,000 for each violation if the director determines thar the person
willfully violated the provisions of this chaprer; and

* denial, nonrenewal, suspension, or revocation of a license.

An order issued by the director that levies a civil penalty must specify the rime period within
which the civil penalty must be fully paid. The period may nor be less than fifieen (15) days or
more than one (1) year after the date of the order. T

Upon failure to pay a civil penalty when due, the director must revoke, without further
hearing, all licenses of the licensee not already revoked.

G. -----Alaska Insurance Guaranty Association

The Alaska Insurance Guaranty Association was established to protect the Alaska insurance
public from insolvencies of admitted insurers.

The purposes of the Alaska Insurance Guaranty Association are to:
*  provide a method for the péyment of claims against insolvent insurers;
*  avoid unnecessary delay in the payment of covered claims;
* avoid financial loss to claimants or policyholders;
*  assist in the detection and prevention of insurer insolvencies;
'~ *  provide an association of insurers who will fund the program.
__The Alaska Insurance Guaranty Association.covers all direct.insurance written-ia Alaska
» except:’
*

life;
*  ttle;
*  surety;
*  disability;
*  credit;

*  mortgage guaranty;
*  ocean. marine insurance.

The Insurance Guaranty Association pays covered claims except prior to the date a member
company becomes insolvent in excess of:$100. up- to a maximum $300,000 (except in the case
of workers" compensation which must be paid in-full). -

"Covered claim" means an unpaid claim, including one of unearned premiums, which arises
out of and is within the coverage and not in excess of the applicable limits of an insurance
policy to which the Association applies issued by an insurer, if the insurer becomes an
insolvent insurer after the effective date of this chapter and:

*  the claimant or insured is a resident of this state at the time of the insured event; or
*  the property from which the claim arises is permanently located in this state.

“Covered claim" does not include any amount due a reinsurer, insurer, insurance pool, or
underwriting association, as subrogation recoveries or otherwise.

For administrative purposes, the Insurance Guaranty Association is divided into three separate
accounts: ’

*  workers' compensation;
* _ automobile;
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*..-- all other.

H. Immunity from Reporting Fraudulent Claims

Insurers, licensed agents, brokers and other insurance personnel are deemed immune from
liability when reporting fraudulent- claims-and/or suspicious losses to the authorities. This
immunity is used to encourage individuals to cooperate with the local authorities (local
prosecutors having jurisdiction over the matter at hand) for the common good.

Of course, there must be an absence of malice on the part of the individual reporting the
matter.

An insurer that has reason to believe that a fraudulent claim has been made against it must
send the director a report disclosing information that the director may require.

The director must investigate facts reported under this section and must refer facts indicating a
violation of law to the appropriate prosecutor.

I Premium Financing

No agent, broker or solicitor may enter into any insurance transaction in which the premium is
financed by orther then the licensee unless this arrangement is permitted by the director.
Premium finance agreements must include the following information in order to protect the
insured from entering any unreasonable transaction:

*  the original premium amount;
= the rate of interest for premium financing;
*  the total amount of the premium that will be paid through such a transaction;

= other pertinent specific information, such as the required down paym@ the number of
-payments to be paid and the intervals involved, etc:~

A premium finance agreement may provide for the payment by the borrower of a delinquency

charge for any payment that is in default for a period of twenty (20) days or more. The
maximum amount of the charge is subject to the following limits:

= for delinquent payments of less than $250, five percent of the payment or $5, which
ever is less; or - '

= for delinquent payments of $250 or more, two percent (2%) of the paymient.
Delinquency charges need not be considered in calculating the maximum interest rate.

A licensee may not require an acceleration of payments when a delinquency occurs. Payment
of the delinquent payment and delinquency charges, if any, before the effective date of the
cancellation of the policy reinstates the premium finance agreement and the policy.

In the event of a default by the borrower, the licensee must give not less than 30 days'.written
notice to the borrower, by mail, of the licensee's intent to cancel the insurance policy.
However, the licensee may give 10 days' notice of cancelation from the date of receipt of
notice if the licensee can substantiate the date of notice was received by the borrower. For the
purposes of this section, a signed receipt or affidavit of personal delivery is sufficient
substantiation of notice.

After expiration of the notice period, the licensee, in the name of the borrower, may request
cancellation of the insurance policy. The insurance policy must be cancelled as if the notice of
cancellation had been submitted by the borrower but without requiring the return of the
insurance policy. Upon cancelation of the policy, a notice of cancellation must be mailed by
certified or registered mail to the borrower. '

The only security for financed premiums must be the unearned premium or cash surrender
value of the associated policy, except notes may be used to secure audit premiums which are
financed after expiration of the policy or where the premium is fully eamed before the policy




P

expirauon. .
A payment made as required by a premium finance agreement must be attributed only to the
policy or policies financed under that agreement.

A statement fee on overdue open account premium balances as an incentive for timely payment
must not exceed 1.25 percent (1.25%) per month. Licensees may charge a statement fee on
unpaid premium balances up to the date premiums are remitted to the insurer. At the
expiration of the time allowed to charge a statement fee, if the premium balance is still unpaid,
the licensee must either:

*  enter into a written premium finance agreement with the insured; or
*  terminate the extension of credit. :
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